THE INTERNAL REVENUE CODE OF 1954 
C. Rudolf Peterson 


ECONOMIC FORECASTING 


Charles F. Roos 


PRICE REDETERMINATION IN 
DEFENSE CONTRACTS 


Paul M. Trueger 





"got ‘toqly uuy 
796235 38ItgT UZLON STS 
SMTTJOLOTW AZTSrTeATUH 
tamMog *q sueZng * IW 





A DITTO One-Writing System can produce 
results like these for your company 


Look to your office paperwork for greater profits 
through savings and increased production. Your com- 
pany, like these, can effect substantial savings by cut- 
ting all unnecessary re-writing of orders and invoices 
— production orders — payroll — purchasing and receiv- 
ing and other repetitive paperwork. A DITTO One 
Writing System is a fast, simple duplication process 
that eliminates any series of typed or hand-written re- 
copying operations. Just one writing produces all the 
records needed for each of your departments —up to 
300 if you need them. A pirro One-Writing System 
is not “cut and dried” but is tailored to fit your system 
—to speed office paperwork—to save your company 
time, effort and money. Mail coupon today for com- 
plete information. 


DITTO. 


One-Writing Systems 





DITTO, Inc., 2241 W. Harrison St., Chicago 12, Ill. 

In Canada: DITTO of Canada, Ltd., Toronto, Ontario 
Gentlemen: 

At no cost or obligation, please send me more information on 
how you can save us money, time and effort with the DITTO 
One-Writing System for 

[] Payroi! [_] Inventory Control (_] Hospital Admittance 


(] Order Billing [_] Production (_] Purchase-Receiving [_] Other 


set 


name, Pp 





company 





address. 


city 











SAVE 
a 


sf 000% EACH YEAR, AND ON EVERY 
peed VEHICLE IN YOUR FLEET! 


The great trend toward leasing cars, trucks and planes exists for one reason: 
it saves money! 

Fact is, it saves millions of dollars each year! 

Fleet operators from coast-to-coast have eliminated mileage allowances for 
salesmen . . . costly repairs and maintenance ... and depreciation. 
These fleet operators lease . . . and they lease from Rollins! 

If you have 50 salesmen owned cars, we can save you $50,000! 

If you have 500 salesmen owned cars, we can save you half a million dol- 
lars each year. 

Here’s a question we're always asked: What will I do with the fleet I now 
have ? 

And here’s the answer we always give: WE'LL BUY IT OUTRIGHT .. . 
AND YOU CAN INVEST THE CAPITAL FOR NEW PLANT, FOR 
NEW MACHINERY, OR FOR NEW SALES PROMOTION. 

Look over this sample comparison chart and see for yourself. Our clients in 
48 states are glad that they studied this chart. 





Please allow us to send you our free 
5 > gg ayer SuEET Rollins Survey form that will show 
Se ee row: Coane tieeat fare you how much your company can save 
ae ROSIN FLEET UASNED PLAN by leasing. Use your own facts and 
1 automobile 1 NEW automobile , fi é j } 

30,000 average annual mileage Fe esate cer ans sures... ane when you have the 
$2,400 per year (8¢ per mile) ©6686, ous end oll allewance of 2¢ per comparison costs all added up, you'll 
mile; it has been found that on a rental have the complete and amazing Rollins 


lease plan salesmen average 25% less mile- ° ie oP 
age, Saceenaiies story right in front of you! 


**$450. annual gas allowance 
$2,400 per car per year — $1,410 per car per year — “Troubles Cease When You Lease” 
TOTAL COST: $120,000 annually TOTAL COST: $70,500 annually 

TOTAL SAVING: $49,500 Annually on 50 cars! Use the coupon belou 


ACTUAL RENTAL FOR FORD, CHEVROLET OR PLYMOUTH TWO-DOOR—$80.00 including 


Heater; delivery anywhere in the United States; full maintenance (tires, tubes, lubrication, SERVICE OR DEI IVERY 
KR Lad 4d 4 


a platen, - nen, onirens and prone: = Rage collision insurance. 
ustom models additional. Other equipment available at extra cost. a] ~y a] 
SPECIAL TAILORED PLANS FOR COMPANIES WITH VERY HIGH OR VERY LOW MILEAGE COAST-TO-COAST 
Freight differential charge: $10 per month for each unit operated west of the Mississippi River 

Call Rehoboth, Delaware—3261 























MATE COUPON TODAY! 


ROLLINS FLEET LEASING, DEPT. C-104 
REHOBOTH, DELAWARE 


Gentlemen: 
Send me further details on your fleet leasing service, along with free 
transportation survey. Our company operates: (please signify number) 


¥ 


FLEET LEASING 


REHOBOTH, DELAWARE +» REHOBOTH 3261 
550 FIFTH AVENUE, NEW YORK 36 + PLAZA 7-7881 





PLEASE PRINT: (NAME) 
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GRAPHIC OUTLINE OF THE IAS COURSE 


To prepare each student for his specific vocational objective, LAS offers an 
elective program covering a wide range of accounting and allied subjects. 


A thorough foundation in Accounting Elements 
and General Accounting is acquired through com- 
pletion of the first 40 assignments. The student 





ACCOUNTING 
ELEMENTS 


GENERAL ACCOUNTING 

















AT THIS POINT A SERIES OF 
ELECTIVES, COVERING THE 
ADDITIONAL SUBJECTS, IS 
TO BE CHOSEN. THE MOST 
LOGICAL COMBINATIONS 
FOR SPECIFIC GOALS ARE 
SHOWN ON THIS CHART 





/ 
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* An elective consists of 10, 20, or 30 comprehensive study assignments, as indicated by the length of the bar on the chart. 


then selects from the electives* shown on the 
chart those leading to his immediate job- 


objective. 
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BUSINESS DFFICE MANAGEMENT 








Thus the IAS elective program enables the stu- 
dent to progress directly to his specific goal. 
Then, through the Life Scholarship Privilege 
earned by each Diploma Course (90 assignments) 


CONTROLLER 


PUBLIC 
ACCOUNTANT 


EXECUTIVE 
CONTROL 


OFFICE 
MANAGER 


Graduate, the IAS student can broaden his 
knowledge of accounting and management 
through study of any, or all, of the other elec- 


tives, at no additional cost. 


The school’s 24-page catalogue is available free upon request. Address 
your card or letter to the Secretary, LAS, at the address below. 


INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 
A Correspondence School Since 1903 


209 WEST JACKSON BOULEVARD : CHICAGO 6, ILLINOIS 





THE FRANCIS FORM 


Editors, THE CONTROLLER: 

We would appreciate being advised as 
to where we could obtain further detailed 
information regarding the Unit Analysis 
Form and Binder described by Mr. Ely 
Francis in his article on “Budget Installa- 
tion Procedure” in the June 1954 issue of 
your magazine. We understand that this is 
a commercially prepared form and we 
would like to know the name of the manu- 
facturer. 


J. B. RAWLINGs 
Commander USN 
Comptroller 

Puget Sound Naval Shipyard 
Bremerton, Wash. 


The office form referred to by Mr. Francis 
in his article is prepared by the McBee Com- 
pany, 295 Madison Avenue, New York, 
N. Y. 


—The Editors 
CENT-LESS ACCOUNTING PAYS OFF 


Editors, THE CONTROLLER: 

As you probably know by now, the sug- 
gestion that cents be eliminated from all 
federal income tax forms has been ap- 
proved by both Congress and Senate and 
the Tax Revision Bill has been signed by 
the President. 

I enclose copy of the subchapter as it ap- 
pears in the printed document. Also I en- 
close editorial from the Boston Herald of 
August 17, 1954. 

It is indeed gratifying to have my idea 
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Depreciation and Depletion Studies 
Valuations and Appraisals 
Organization and Business Reports 
Securities Registration Investigations 
Design and Construction 
Industrial Engineering 


For, Bacon & Davis 


Engineers 


39 BROADWAY, NEW YORK 6, N. Y. 
LOS ANGELES 











become a reality after 12 years of research. 
Your write-up back in 1951 (THE Con- 
TROLLER, June 1951, p. 244) was most 
useful in promoting the idea, so you have 
a part in the ultimate accomplishment. 


WALTER E. DEWEY 
Public Accountant 
Boston, Mass. 


INTERNAL REVENUE CODE 
83rd Congress 2nd Session H.R. 8300 
Subchapter B Miscellaneous 


A. AMOUNTS SHOWN ON 
INTERNAL REVENUE FORMS 


The Secretary or his delegate is authorized 
to provide with respect to any amount re- 
quired to be shown on a form prescribed for 
the Internal Revenue return, Statement or 
other document that if such amount of such 
item is other than a whole dollar, either 


1. The fractional part of a dollar shall be 
disregarded, or 


2. The fractional part of a dollar shall be 
disregarded unless it amounts to one half 
dollar or more, in which case that amount 
(determined without regard to the frac- 
tional part of a dollar) shall be increased 
to $1.00. 


Note: Taxpayer may include cents in all 
amounts if he so elects. 


Cents Out, Sense In 


When the President signed the big tax 
revision bill yesterday, he threw out one of 
the most exasperating nuisances in the in- 
ternal revenue system—the odd cents. Here- 
after, any time the Secretary of the Treasury 
Says so, taxpayers may dispense with the 
pennies and compute their returns in dollars 
only. 

The law permits the Secretary to choose 
one of two methods. He may direct that 
fractional parts of a dollar are simply to be 
ignored, so that the sum of $72.82 becomes 
just $72. Or he can provide that the sum be 
set down to the nearest dollar, so that $72.82 
becomes $73 and $72.49 becomes $72. 

This means a comfortable relief for the 
taxpayer, but it becomes a considerable econ- 
omy when the tax returns are checked in the 
various internal revenue offices. 

Thus we take a step toward the rationali- 
zation of our manifold accounting practices. 
We begin to recognize at last that in the 
larger transactions, the pursuit of the last 
penny no longer makes sense. 

This is a triumph for a Boston accountant, 
Walter E. Dewey, who for years has been 
doggedly trying to relieve Americans of this 
unnecessary paper work. Tax returns are 
but one place. The Post Office Department 
has adopted the no-cents policy in some half 
million transactions with local postmasters. 
The same thing awaits adoption in other 
places. 

The Massachusetts Legislature failed to 
consider a bill for a study of the system in 
the state tax department, but Representative 
Putnam of Needham has filed another bill 
to put the plan into effect. 

The cent will remain, of course, for ordi- 
nary minor business. But in the vast and 
laborious work of accountancy, where cents 
over half a dollar will balance out the cents 
under, the savings will be enormous. 
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The Thinking Machine 


of American Business 








PUBLIC UTILITIES... process volume figure-work in 
all departments with the fully automatic Friden Calculator. 
In engineering and maintenance operations, as in the 

general offices, Fridens reduce time costs on jobs from 
construction to billing. Figure-work, complex or simple, 
gets done faster with the Friden! 


INSURANCE AGENCIES... use the fully automatic <i ae ' 
Friden Calculator to insure accuracy and save time ) Late - | 2 
(often 50%!) in figuring commissions, premiums, 
prorata and short rate cancellations, endorsements, 
ALL insurance figure-work. The Friden works 
so automatically no special operator training is needed! 


Me 
Wi 
Sets 


Friden builds calculators 
in a wide price range, 
in every size, 
for every figuring need 


Everywhere in business you find Fridens. 
Because the Friden performs more steps 
in figure-work without operator decisions 
than any other calculating machine ever 
developed. Each automatic Friden deci- 
sion reduces business overhead costs by 
saving human time. It’s likely your bus- 
iness can’t afford NOT to own a Friden. 
See what you think when you see the 
Friden figure-think. Call in your nearby 
Friden Man and watch a demonstration! 
Friden sales, instruction and service 
available throughout the U.S. and the 
world. FRIDEN CALCULATING MACHINE 


co., INC., San Leandro, California. 


AUTO DEALERS...use the fully automatic Friden Calculator for budgeting, 
daily operating control, auditing of invoices and repair orders, to take 


\Y(7 : “ah 
ic parts inventory, figure tax accruals. The Friden helps hold office and shop hours 
— spent on figure-work to a minimum — saves so much time it pays for itself quickly! 


© Friden Calculating Machine Co., Inc. 
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AS CHIEF ARCHITECT 
by Jules A. Schwertz 


by Walter A. Giles 


by Marshall Granger 





Forthcoming Features 


IN THE CONTROLLER 


¥%& THE ANNUAL REPORT: THE CONTROLLER 


%& MANAGEMENT CRITERIA FOR STAFF FUNCTIONS 


% CONCERNING MANAGEMENT CONSULTANTS 








RED-FACED DEPARTMENT 


WHAT THEY SAID .. . 


Editors, THE CONTROLLER: 

We are seldom surprised any more by 
anything that the Federal Government 
does but its action reported on page 360 of 
THE CONTROLLER for August 1954 under 
the heading “Army Comptrollers” has me 
making wild conjectures as to its meaning 
and benefits. 

When they say that it has been con- 
cluded “‘that it might be a good idea to 
have the spending of military money di- 
rectly in the hands of men trained in physi- 
cal affairs” do they mean that an athletic 
background helps? That wouldn't seem 
to be a great aid to the Army comptroller 
although if they expect him to lift any 
good-sized part of the military's budgeted 
funds even in thousand dollar bills he 
would need strength. The most disturbing 
thought comes from the word “affairs” 
added to the word ‘“‘physical.’” Can they 
require experience in l'amour ? 

I have paid my taxes willingly enough 
but financing the education of 25 men for 
14 months of this sort of thing is going too 
far. 1 am sure many others are wondering 
and we won't believe anything as simple 
as mistaking “physical” for “fiscal.” 

W. I. MONAGHAN 


New Orleans Laundries, Inc. 
New Orleans, La. 


THE CONTROLLER.............. 


Editors, THE CONTROLLER: 

I thought I might call your attention to 
one of the few editing errors I have ever 
noticed in THE CONTROLLER. In the Au- 
gust 1954 issue on page 360 in the third 
paragraph of the section “Army Comptrol- 
lers’’ the first sentence read: ‘Only recently 
has the Federal Government concluded 
that it might be a good idea to have the 
spending of military money directly in the 
hands of men trained in physical affairs.” 

Needless to say this sentence titillated 
my imagination to the extent that on the 
attached sheet I have listed my ideas of a 
suggestive part curriculum for the school. 
If you decide to print this, of course, I 
will desire to remain anonymous since we 
do have some government contracts. 

G. S. K. 
San Antonio, Texas 


Course 
No. 
101 Weight Lifting—Subjects covered: 
a. Technique for reimbursability 
of contractors claims deter- 
mined by weight of supporting 
documents attached to govern- 
ment vouchers. 


b. Advance techniques for meas- 
urement of employe efficiency 
by elimination and/or creation 
of new forms with relation to 
weight thereof. 
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. Analysis of thickness and weight 
of budget requests in relation 
to funds requested. 


d. How to carry the world on your 
shoulders. 


Wrestling—Subjects covered: 


a. Contractors. 
1. Strangleholds. 
2. Hammer locks. 
3. Step over toe hold. 
4. Judo chops to head. 
5. How to lower the over- 
head. 
b. Own Office. 
1. Strangleholds. 
2. Methods of pinching a 
penny. 
3. Use of scissors. 


103 Physical Affairs—Subjects covered: 


a. Appraisal and appreciation of 
form 
1. 38-25-28. 
2. 30-28-32. 
b. Characteristics of Redheads. 
c. Characteristics of Blondes. 


d. Characteristics of Brunettes. 






WHAT THE EDITOR SAID... 


Many thanks for proving two things by 
your letters—one, that THE CONTROLLER 5 
being read by controllers and two, that con- 
trollers have a sense of humor. 


WHAT THE PUBLICATION MANAGER SAID .. . 








“Not that | wish to overemphasize correct 
spelling, Miss Rogers. After all, striking the 
proper typewriter keys is important too” 


WHAT THE SECRETARY SAID... 


We ought to make a mistake every month 
—look at the fun we have!! 


WHAT WE SHOULD HAVE SAID... 
was “FISCAL”, Mr. Monaghan. 


—The Editors 





Readers of THE CONTROLLER 
are invited to express their reac- 
tions to articles appearing within 
our pages. Letters will be welcomed 
for inclusion on this page and must 
bear the writer’s signature and ad- 
dress (which will be withheld if so 
requested). The Editors 




















THEY* USED TO USE 
HANDS TO DO THE IN- 
SERTING AND MAILING 


i on aa FS 
aq AH 


NOW THEY USE 
LABOR-SAVING 
MACHINES 


INSERTING & MAILING 
PAACHINE Prepares 3,500 to 4,500 Units 


per Hour Slashes Payroll Costs ... Reduces Overhead 
Cuts Cost up to 80% 


No wonder inserting was once the most costly, time-consuming part of prepara- 
tion. As long as it was done by old-fashioned hand methods, it had to be. But 
today thousands of mass mailers use a machine to do the work. 


Only one piece of equipment is capable of complete mailing preparation. This 

is Inserting & Mailing Machine. It picks up and gathers as many as eight enclo- Nie 

sures ... inserts them in envelope ... seals . . . meters postage or prints postal -KEQUITABLE LIFE ASsUR~- 
ANCE SOCIETY OF THE 


indicia... counts . . . stacks. UNITED STATES . . . “Insert- 
As always, when machines replace hand labor, savings are tremendous. More, ing & Mailing Machine 
resulted in savings of many 


the new speed, ease and flexibility of mechanized mailing make for wider and thousands of dollars, com- 
more profitable use of the mails . . . contribute to new sales and profit. pared to manual insertions.” 


yy eer 


a 
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WIDER HORIZONS WITH MECHANIZED MAILING 

. ° . . . . INSERTING AND MAILING MACHINE CO., 
This interesting booklet highlights the experiences of | PHILLIPSBURG, NEW JERSEY 
others . . . details today’s tread toward broader use of the i y fi 
mails . . . documents the facts and figures of mechanized yO pee ce Rah lpi Wit 
mailing. To receive your copy without cost or obligation, /J MEG) 5 We'd like more information about Inserting & 
use the convenient coupon. : vy Mailing Machine. 


: Individual 
INSERTING AND MAILING MACHINE CO. Firm 


PHILLIPSBURG, NEW JERSEY 
Address ...... 


GATHERS ENCLOSURES INSERTS INTO ENVELOPE : SEALS ENVELOPE _ PRINTS POSTAGE INDICIA COUNTS & STACKS re 
ee hewn aaa LEONA apaar apa i a City & State . 
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Introducing ...the all-new 
Burroughs Ten Key 


adding machine 


Now, Burroughs offers you a new standard of operating ease 
and convenience in ten-key adding-subtracting machines. Light and 
compact in design yet durably rugged in construction, the 

Burroughs Ten Key is new all through, with scientifically 
positioned keyboard and controls . . . light-touch quick-action keys... 
cushioned-quiet electric operation. See it today and you'll agree—this 

great new Burroughs is truly the finest ten-key adding machine. 
The yellow pages of your telephone directory list your nearest 

Burroughs dealer or Burroughs branch office. 
Burroughs Corporation, Detroit 32, Michigan 


Burroughs 





Centralization vs. Decentralization 

In the course of a recent discussion between representa- 
tives of industry and the liberal arts, at a meeting of the 
College English Association Institute at Corning, New 
York, Albert J. Nickerson, vice president of the Socony- 
Vacuum Oil Company, declared: 

“A large corporation must have an organization struc- 
ture that permits great decentralization of authority and 
responsibility, for the reason that if it does not decentralize 
it will tend to overcentralize. Its field management will be re- 
stricted in the exercise of its judgment; top management, in- 
sulated from field problems by several levels of supervision, 
will fail fully to understand those problems; and the whole 
organization is likely to resist change and become inflexible.” 

Solving the problems involved in connection with cen- 
tralization versus decentralization of corporate activities is 
a long standing and continuing challenge to management. 
In the controller's area, there is the same problem of cen- 
tralization versus decentralization and, recognizing this, 
Controllership Foundation, Inc. has published a report on 
a study of “Centralization vs. Decentralization in Organiz- 
ing the Controller’s Department.” 

Among the general conclusions developed by this study, 
which was prepared for the Foundation by the Graduate 
School of Industrial Administration of Carnegie Institute 
of Technology, Pittsburgh, Pa., are the following: 


1. Profit-and-loss accounting is of dubious value if carried 
below the point of divisions which are responsible for 
production and sales, and are relatively independent of 
other divisions. 

. A decentralized account structure is essential if account- 
ing data are to be used for attention-directing and score- 
card purposes. 


These two points, related to organizing accounting for 
factories and sales functions, provide only a sample of the 
informative content of this new study. 

Returning to Mr. Nickerson’s comments at the conference 
in Corning, we note he emphasizes that in his company’s ex- 
perience, “the best method of encouraging decentralization 
is to prepare carefully worked out profit-and-loss statements 
in each geographical subdivision which reflect the operating 
results within it. These statements, though subject to limita- 
tions, particularly in a business such as ours where many 
products are manufactured from a single raw material in a 
continuous process, can provide a measurement of profit or 
loss in the operation of a department or a geographic unit 
in a department.” 


Industrial Pensions’ Big Role 

Can industrial pension programs perform anything more 
than a supplementary role in solving the nation’s old age se- 
curity problem? In a recently published study by Brookings 
Institution entitled ‘Industrial Pensions’’ Charles L. Dear- 


= ing points out that not more than 32 per cent—some 22 


million of an estimated 68.5 million labor force in 1960— 
have any reasonable prospect of being covered by industrial 
pensions. Mr. Dearing is now serving with the Federal Gov- 
ernment as a Deputy Undersecretary of Commerce. 

The growth of industrial pension programs in the post- 
war years is evidenced by the increase in workers covered. 
In 1950 approximately 11 million workers were covered, at 
an annual cost of $2.4 billion—by 1960 the total will be 22 
million, at an estimated annual cost of $6.6 billion. 

The Brookings study weighs the considerations which 
should guide decisions on industrial pension responsibilities 
and duties with the issues involved in collective bargaining 
over pension benefits, their financial support and their re- 
lation to federal programs for old age security. 

In his study, the author points out that it may be possible 
to carry the pension load without throwing the burden on 
the younger generation, if these annual savings can be pro- 
ductively invested. Thus, the return would support the bene- 
ficiaries of these pension programs, and the additional na- 
tional product developed by such investment can help supply 
their needs. Mr. Dearing estimates that some $6 billion 
annually will be available by 1960 for investment, since the 
bulk of the annual contributions for industrial pensions will 
represent net additions to the supply of money savings. 


That Villain, the Controller! 


In publishing the following comments about one of Hol- 
lywood’s products, “Executive Suite,” we are probably 
breaking entirely new ground in THE CONTROLLER. Never- 
theless, it is in order that we do so because several control- 
lers have reported their rather negative reactions to the 
film’s depiction of the controller of the corporation, which 
is the center of the plot’s involutions and evolutions. 

It is probably unnecessary to mention that the plot of ‘"Ex- 
ecutive Suite’ centers around the problem of management 
succession in a fictional furniture manufacturing company, 
following the sudden death of the president. The villain 
(more or less) of the plot is the corporate controller (ad- 
mirably played by Fredric March) who uses rather devious 
means to advance his own candidacy for the presidency 
against those of other members of the top management of 
the company who are under consideration. 

And now, in a letter from Denis Edis, Technical Officer 
of the Institute of Cost and Works Accountants, London, 
England, we learn that the same negative reaction to the 
film’s controller is evident abroad. Mr. Edis, in fact, sug- 
gests that Controllers Institute might well have been called 
on for some technical advice! 

Are you listening, Hollywood? —PAUL HAASE 
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Outside the International Building in New York’s Rockefeller Center 
stands this great statue of the mythological giant, Atlas, 
bearing on his shoulders the burden of the whole world. 


Unlike Atlas, a large interna- 
tional bank like Chase divides 
the world into many geographic 
zones. Customers’ interests in 
each zone are under the super- 
vision of officers and staff who 
keep well-acquainted with the 
commercial and financial life of 
the areas assigned to them. 
Through overseas branches, 
offices of representatives, and 
reciprocal relations with lead- 


ing banksin commercial centers 
of the free world, Chase is a 
focal point of banking informa- 
tion and service for world trade. 

Zone officers supplement 
these many sources of informa- 
tion by frequent travel. Thus 
they keep currently informed 
and in a position to furnish 
advice and guidance to Chase 
customers with business inter- 
ests in their areas. 


If you have a foreign banking 
problem, why don’t you talk 
to the people at Chase? 


THE 


Chase 


NATIONAL BANK 
OF THE CITY OF NEW YORK 
HEAD OFFICE: Pine Street corner of Nassau 


Member Federal Deposit Insurance Corporation 





The Internal Revenue Code of 1954 


C. Rudolf Peterson 


DVERTISED as the greatest piece of tax 
A legislation in generations, the In- 
ternal Revenue Code of 1954 finally be- 
came a reality with the President's signa- 
ture on August 16, 

The new Code purports to make some 
3,000 changes in the 1939 edition. Many, 
if not most, of these are doubtless purely 
verbal. Considerable rewriting was done, 
and a large amount of rearranging, largely 
in the interests of clarity and greater cer- 
tainty. The substantive amendments were 
not so numerous or so revolutionary as the 
general tone of newspaper publicity may 
have led the general public to believe. No 
new tax systems have introduced. The 
changes are much the same in character as 
those we have been accustomed to see come 
into the 1939 Code over the last 15 years 
by way of amendment. Three areas where 
substantial innovations were proposed in 
the House Bill, v7z., reorganizations, pen- 
sion plans, and taxation of foreign income, 
came out not much different from the old 
law. 

From the standpoint of the general pub- 
lic, the new Code has been described as a 
tax reduction and relief measure. Emphasis 
has been put upon the allowance of child- 
care expenses, the limited exemption for 
retirement income, the medical expense 
deduction, the treatment of dependents, 
tax relief for dividends, and other items 
affecting individuals. Depreciation, alone, 
of the so-called business items appears to 
have received much notice. 

From the controller's point of view, ex- 
cept for depreciation and the new divi- 
dend relief provision, these items are of 
little, or at least nonprofessional, interest. 
What are of importance to him are matters 
such as the revision of old Section 102, the 
net operating loss deduction, reorganiza- 
tions, pension plans, tax accounting rules, 
and many other technical areas. For him 
no brief discussion of the new Code can 
serve as more than a guide to matters 
which must be explored further and in 
much greater detail. Unfortunately, he 
cannot even be offered the assistance of an 


integrated conceptual analysis of a single 
theory running through the entire enact- 
ment, on the basis of which individual 
problems can be decided. There is merely 
a large number of independent items. And 
one disadvantage of the complete re-enact- 
ment as opposed to the amendment tech- 
nique in producing the 1954 revision of 
the Code is that it makes it much more dif- 
ficult to tell from the face of the statute 
whether particular provisions have been 
changed. Presumably the tax services will 
minimize this problem, but it will still be 
necessary for some time to come to devote 
a great deal of time to researching what 
have hitherto been regarded as settled 
questions to determine whether language 
changes modify prior law—intentionally 
or unintentionally. 

The items which are regarded as of 
greatest interest to controllers as a group 
are discussed below. Only major provi- 
sions which were changed in substance are 
mentioned. This accounts for the omission 
of the subject of foreign income, which 
was relatively unchanged despite an am- 
bitious start in the House Bill. 


ACCUMULATED EARNINGS TAX 
A provision which received consider- 


able attention is old Section 102, dealing 
with the penalty tax on accumulations of 


surplus to avoid surtax on shareholders. It 
or its counterpart has been in the law from 
the beginning. The clamor against it ap- 
pears, however, to have been compara- 
tively recent. In 1938 the complaint was 
that it had no teeth. Since World War I], 
it has been alleged to have too many. 
Congress was finally persuaded to agree 
The new Code makes several changes in 
the provision, all of them to the taxpayer's 
advantage. 

The first and perhaps most important 
one requires the Commissioner to no- 
tify the taxpayer prior to issuance of a 
notice of deficiency that he intends to 
propose a liability under Section 531 
(corresponding to old Section 102). The 
taxpayer may then file a statement ot 
the grounds, together with factual sup- 
port, upon which it relies to show that 
all or any part of its earnings and prof- 
its have not been unreasonably accum- 
ulated. The Commissioner then has the 
burden of proof with respect to the 
zrounds so set forth by the taxpayer. It 
should be observed that this new rule is 
available only in deficiency, and not in 
refund, cases. While it is doubtful 
whether it will have much effect at the 
litigation level, since taxpayers in the 
past have generally lost only the worst 
cases, it may have a pronounced bearing 
on the im terrorem effects of the section, 
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which have always been its main area of 
operation. 

A second change limits the tax to the 
unreasonably accumulated portion of 
the year’s earnings and provides a min- 
imum credit of the excess of $60,000 
over the accumulated earnings and prof- 
its as of the close of the preceding tax- 
able year. One taxpayer argument sup- 
porting this change was that it might 
benefit the Government, since courts 
would be more willing to find a Section 
102 liability if it did not have to be all 
or nothing. But the principal contention 
was that simple justice required that 
a tax on unreasonable accumulations 
ought to be limited to unreasonable ac- 
cumulations. Again the force of the 
amendment will probably be felt largely 
outside of litigation, since when the 
courts find for the Government the case 
is usually so bad as to allow no room 
for arguing that any portion of the cur- 
rent accumulation is reasonable. 

Finally, dividends paid within 75 
days after the close of the taxable year 
are taken into account in determining 
undistributed earnings. The suggestion 
that Congress go further and make the 
deficiency dividends credit applicable 
to the accumulated earnings tax was ig- 
nored. 


PENSION AND PROFIT-SHARING PLANS 


The House Biil proposed a radical de- 
parture from existing law with respect 
to the concept of qualified pension, 
profit-sharing and stock bonus plans. It 
would have substituted for the rather 
general test as to whether a plan dis- 
criminated in favor of a particular group 
of employes a series of arithmetical 
tests. The scope of the Commissioner's 





discretion in this field would thus have 
been circumscribed considerably. The 
Senate version, which was incorporated in 
the 1954 Code, restored existing law with 
the following major amendments: 


1. Not only must a qualified trust 
meet the requirements of nondiscrimi- 
nation as to coverage, benefits and con- 
tributions, but the 1954 Code also pre- 
scribes that such a trust not engage in 
certain prohibited transactions (e.g., 
“bad” loans, unfavorable purchase or 
sale of securities and property, etc.) with 
its creator or a related taxpayer. 

2. The 1939 Code had no restrictions 
on the business activities of a qualified 
pension trust. The 1954 Code applies to 
qualified pension trusts substantially the 
same restrictions on engaging in unre- 
lated business activities which were 
adopted by the 1950 Revenue Act in the 
case of so-called § 101 charities (now 
§ 501 et seq.). However, engaging in 
unrelated business activities will not 
disqualify an otherwise “good” trust; 
it merely will result in the taxation of 
the trust’s unrelated business income. 

3. In the case of a profit-sharing or 
stock bonus plan of affiliated corpora- 
tions, the 1939 Code provided that each 
member could contribute only if it had 
profits, and no contribution could be 
made by the profitable members for the 
loss members. Under the 1954 Code the 
profit members may make a pro rata 
contribution on behalf of the loss mem- 
bers and may take a deduction for the 
amount so contributed. If consolidated 
returns are filed, the contribution need 
not be pro rata among the profit mem- 
bers but may be allocated among them 
as they see fit. 

4. The 60-day period following the 


“Business must be picking up. The boss got 
almost as many phone calls today as | did” 
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close of the year in which (under the 
1939 Code) accrual basis taxpayers 
could make deductible contributions for 
the taxable year to qualified plans or 
trusts has now been extended to the 
due date for filing returns for that year, 
including extensions thereof. 

5. The uncertainty under the 1939 
Code as to the ability of a successor 
corporation to take advantage of the 
carryover deductions for contributions 
to a qualified plan or trust by a prede- 
cessor corporation has now been elimi- 
nated. The carryover is available in all 
cases in which a corporation acquires 
substantially all the properties of an- 
other corporation in a tax-free distribu- 
tion or transfer. 

6. The 3% annuity rule for taxing 
distributions from qualified plans and 
trusts has now been eliminated. If the 
employe’s cost is recoverable in three 
years or less, then no part of the dis- 
tribution is taxable to him until he re- 
covers his cost. If the employe’s cost is 
recoverable in more than three years, 
then it is spread rateably over the em- 
ploye’s life expectancy and the amount 
so determined is excluded annually from 
gross income even though the employe 
outlives his life expectancy. 

7. The capital-gain treatment formerly 
accorded only to lump-sum distributions 
from qualified pension trusts is now ex- 
tended to (a) similar distributions from 
qualified nontrusteed plans and (b) 
lump-sum distributions from both qual- 
ified plans and qualified trusts on the 
death of an employe after retirement 
even though the employe received annu- 
ity payments during his lifetime. 

8. In the case of an individual who 
has attained age 65, he may take a credit 
against his tax liability for an amount 
equivalent to the tax at the first bracket 
rate on the amount of his retirement in- 
come up to $1200 which includes private 
pensions and annuities. The 1939 Code 
exempted from tax only Social Security 
benefits and other retirement payments 
from the Federal Government; it did 
not apply to private pensions. 


DEFERRED COMPENSATION 

The House Bill attempted to make a 
fairly radical change in spelling out the 
tax consequences of a deferred compen- 
sation plan (other than a qualified pen- 
sion, profit-sharing and stock bonus plan). 
In general it provided that if an em- 
ployer purchased an annuity contract 
for an employe or contributed an amount 
to a trust for the benefit of an employe, 
the latter would be taxable only in the 
year in which he received the amounts 
under the contract or in which the 
amount was distributed or made avail- 
able to him from the trust. Similarly, 
the employer would be entitled to a de- 
duction only when his contribution was 
distributed or made available to the em- 


ploye. 





The Senate version, which was incor- 
porated in the 1954 Code, reverted to 
existing law. Accordingly, in a non- 
qualified deferred compensation plan 
the employer will get a deduction in the 
year in which he makes his contribution 
to the plan if the employe’s interest is 
nonforfeitable at that time, in which 
event the employe will be currently tax- 
able on that contribution. Conversely, 
if the employe’s interest is forfeitable 
in the year when the employer contrib- 
utes to the plan, the employer will not 
get a deduction for his contribution and 
that amount will not be currently taxed 
to the employe. 


RESTRICTED STOCK OPTIONS 

The 1939 Code (as amended by the 
Revenue Act of 1950) established 
the “restricted stock option” concept 
whereby a proprietary stake could be 
granted certain employes under favor- 
able tax conditions—namely, the em- 
ploye would not be taxed at the time 
the option was granted or exercised, 
and the gain when the stock was sold 
would be treated as capital gain. The 
1954 Code retained the basic concept of 
a restricted stock option, but made the 
following major changes to facilitate the 
use of these options as incentive devices: 


1. Under the 1939 Code, there was 
considerable doubt as to whether the 
tax advantages of a restricted stock op- 
tion were available to the estate or bene- 
ficiary of a deceased employe. The 1954 
Code puts the estate or beneficiary in 
the same tax position as the employe 
on the exercise of the option or the sale 
of the stock acquired pursuant to the 
option. In addition, the estate or benefi- 
ciary is not subject to the holding pe- 
riod requirements applicable to the em- 
ploye (1.¢., the stock may be sold prior 
to two years from the option date or six 
months from the date the stock was ac- 
quired). 

Moreover, where the option price is 
between 85% and 95% of market, then 
the estate tax attributable to the inclu- 
sion of the option in the decedent's es- 
tate is allowed as a deduction for income 
tax purposes to the estate or the benefi- 
ciary who is required to include in in- 
come the difference between option 
price and the lower of the fair market 
value of the stock at the option date or 
that at date of death. 

2. Variable price stock options—under 
which the employe may purchase stock 
at a specified percentage (e.g., 85%) of 
market—now may qualify as restricted 
stock options. However, the only vari- 
able permitted is the value of the stock 
to be purchased. 

3. Under the 1939 Code if a corpora- 
tion granting an option was reorganized 
between the time the option was granted 
and the time it was exercised, the re- 
stricted stock option might be disquali- 


fied since the grantor of the option was 
no longer the “employer.” Under the 
1954 Code, however, a corporate merger, 
consolidation, acquisition of property 
or stock, separation, reorganization or 
liquidation will not affect the qualifica- 
tion of the restricted stock option if the 
new company substitutes its option for 
the old or assumes the liability of the 
old option. This will apply where (a) 
the value of the new option is not 
greater than the old, and (b) the new 
option does not give benefits not avail- 
able under the old. 

4. Under the 1939 Code, a modifica- 
tion, extension or renewal of a stock op- 
tion which resulted in a reduced option 
price might have disqualified the option 


TO SPEAK ON THE NEW BILL 
AT CONTROLLERS MEETING 


KENNETH W. GEMMILL, partner 
in the law firm of Barnes, Dechert, 
Price, Myers & Rhoads, Philadelphia, 
will speak on the Federal Tax Revi- 
sion, H.R. 8300 at the opening con- 
ference session at the 23rd Annual 
National Conference of Controllers - 
Institute at the Edgewater Beach 
Hotel, Chicago, on October 11. 


as a restricted stock option. This de- 
terred the use of restricted stock op- 
tions where there was a possibility that 
the value of the stock might decrease. 
The 1954 Code permits a new reduced 
option price pursuant to a modification, 
extension or renewal of an option if 
there has been a decrease of at least 
20% in the value of the stock for a year 
or more. 

5. Under the 1939 Code, anyone own- 
ing more than 10% of the stock in the 
employer could not receive a restricted 
stock option. The 1954 Code permits 
such an employe to get a restricted 
stock option if at the time it is granted 
the option price is at least 110% of the 
value of the stock and the option is either 
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exercisable over a period not exceeding 
five years or is exercised within one year 
after enactment of the 1954 Code. 

6. Under the 1939 Code if the stock 
acquired pursuant to a restricted stock 
option was disposed of prior to the 
requisite holding period, it was neces- 
sary to re-open the past returns of the 
employer and the employe for the year 
the option was exercised so as to tax 
the employe and allow the employer a 
deduction for the difference between 
the option price and the value of the 
stock when exercised. The 1954 Code 
provides that any such adjustment may 
be made in the year the stock is sold. 

7. A restricted stock option granted 
on or after June 22, 1954, must be ex- 
ercisable within 10 years of the date it 
is granted. This is a limitation which 
was not present in the 1939 Code and is 
designed to avoid giving favorable tax 
treatment to an employe who may do 
nothing to increase the success of the 
employer corporation. 


DEATH BENEFITS 

A $5,000 exclusion from income tax 
was formerly allowed for contractual 
amounts paid by each employer by reason 
of the death of an employe. In the case of a 
distribution from a qualified plan or trust, 
it was available only if the employe’s in- 
terest was forfeitable. Under the 1954 
Code no contract is required; a single 
$5,000 exclusion is available for payments 
by all employers; and payments from a 
qualified pension, profit-sharing or stock 
bonus plan or under a group annuity plan 
will qualify for the exclusion, whether the 
employe’s interest is forfeitable or non- 
forfeitable. 

Under the 1939 Code death benefits 
payable by a qualified plan or trust were 
probably includible in the deceased em- 
ploye’s gross estate for federal estate tax 
purposes. The 1954 Code provides that in 
the case of an employe dying after De- 
cember 31, 1953, there shall be excluded 
from his gross estate the value of any an- 
nuity or other payment receivable by a 
beneficiary (other than the executor) 
under a qualified plan or trust. The ex- 
clusion is limited, however, only to that 
portion attributable to the employer's con- 
tributions; to the extent that the death 
benefit is attributable to the employe’s 
contributions, it is includible in his gross 
estate. 


NET OPERATING LOSS DEDUCTION 
Among the most significant changes, at 
least in the conceptual sense, were those 
made in the deduction for net operating 
losses. For many years taxpayers have ob- 
jected to the so-called economic loss limita- 
tions found in that provision. Generally 
speaking, operating losses were first re- 
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“Just how much do tradition 
and slogans mean to you?” 


uired to be absorbed by tax-free interest, 
dividends received, and the excess of per- 
centage over cost depletion, both in the 
year in which they arose and in the years 
to which they were sought to be applied 
as carryovers or carrybacks, before pro- 
ducing any tax benefit. This, it was alleged, 
constituted an unjustified discrimination 
between feast-and-famine taxpayers and 
those with relatively stable income and 
violated the principle of averaging which 
underlay the entire structure of the net 
operating loss deduction. 

The House Bill made a partial con- 
cession to these contentions. It removed 
wholly tax-free interest from the list of 
adjustments and, though it retained the 
rest for purposes of determining whether 
an eligible loss had occurred and the ex- 
tent to which it had been used up in a 
prior year under the scheme of applying it 
to the two preceding and five succeeding 
years in chronological order, permitted 
whatever was left of a carryover or carry- 
back in a particular year to be applied 
directly against taxable income in that year 
without first being reduced by the excess 
of the taxpayer's economic income over 
his taxable income. There was little logic 
in this approach; it was merely a com- 
promise. 

The Senate went the rest of the way. 
All the economic loss limitations have 
now been removed, but it is important to 
observe that this change is confined to the 
future. Thus, while a 1954 loss, for ex- 
ample, will be computed under the new 
rules, such a loss, when carried back to 
1952, will have to be adjusted for per- 
centage depletion, dividends received, etc., 
in 1952, before being applied to reduce 
taxable income in that year. Similarly, a 


1953 loss will still be computed according 
to 1953 rules though the years to which 
it may be carried forward and where its 
tax effects will be felt may be 1954, 1955, 
1956, 1957, and 1958. 

Oddly enough, in at least one type of 
situation it can now be advantageous to be 
a feast-and-famine taxpayer. Let us assume 
two taxpayers, the X Corporation and the 
Y Corporation, which for two taxable 
years have exactly the same aggregate in- 
come, divided between taxable years dif- 
ferently, however, as follows: 


2 Y 
Corporation Corporation 
YEAR 1 
Operating 
income 
Dividends 


received 


($50,000) ($5,000) 


$100,000 $50,000 


Total $50,000 $45,000 
YEAR 2 
Operating 

income 
Dividends 


received 0 


$40,000 ($5,000) 


$50,000 
45,000 


Total 40,000 





Aggregate $90,000 $90,000 


The X Corporation will have an aggregate 
taxable income of only $5,000, while that 
of the Y Corporation will be $13,500. 
This results from the vagaries of the 
dividends received deduction. The com- 
putations are as follows: 


X Corporation 
YEAR 1 
Operating income 
Dividends 


($ 50,000) 
100,000 


$ 50,000 
85,000 


Total 
Less dividends received deduction 


Net operating loss $ 35,000 
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YEAR 2 
Operating income 
Less net operating loss deduction 


$ 40,000 
35,000 


$ 5,000 


Taxable income 


Y Corporation 
YEAR 1 
Operating income 
Dividends 


($ 5,000) 
50,000 


$ 45,000 
38,250 


Total 
Dividends received deduction 


Taxable income $ 6,750 


YEAR 2 


Same as Year 1 $ 6,750 


$ 13,500 
Under Section 246(b) the dividends 
received deduction of the X Corporation 
is 85% of the dividends received without 
limitation because it will produce a net 
operating loss, whereas for the Y Corpora- 
tion it is limited to 85% of net income be- 
cause it will not produce a net operating 
loss. The moral is to have net income 
(before the dividends received deduction) 
less than 85% or more than 100% of 
dividends received; or, to put it another 
way, either to have no loss, leaving divi- 
dends received out of account, or to have 
it exceed 15% of dividends received. In 
a proper case a penny can mean millions. 


Taxable income 


DEPRECIATION 

Among the most widely heralded aids 
to business contained in the new Code is 
the liberalization of the depreciation de- 
duction. As to old property and intangible 
property, new or old, the provision is the 
same as under prior law, but as to new 
property with a useful life of at least 
three years, the use of which commences 
with the taxpayer, four methods, three of 
which represent substantial liberalizations, 
are made available. These are (1) the 
straight-line method, (2) the declining- 
balance method at twice the straight-line 
rate, (3) the sum of the years’ digits, or 
reducing fraction, method, and (4) any 
other consistent method which for the first 
two-thirds of the useful life of the prop- 
erty does not produce an accumulated re- 
serve in excess of that which would have 
been produced by the declining-balance 
method. In order to make possible a cut- 
ting off of the tail which would other- 
wise be left under the declining-balance 
method, a shift from that method to the 
straight-line method is permitted at any 
time. As to property constructed, recon- 
structed, or erected by or for the taxpayer, 
only so much of the basis as is attributable 
to construction, reconstruction, or erection 
after December 31, 1953, is eligible for 
the new treatment. This would, however, 
include additions to old property after 
such date, if separately depreciated. Dif- 
ferent methods of depreciation may be 
used for different classes of property. 

In an effort to eliminate annoying and 


(Continued on page 472) 
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Federal Tax Problems . . . Under the 
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monumental new Internal Revenue Code of 1954, now law! Many of the new law’s 
income tax provisions are retroactive to January 1, as you know. And accordingly they 
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tax results are to be avoided, and if all of the potential new benefits the Code makes 
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Economic Forecasting 


Charles F. Roos 


= FORECASTING may be either an 
art or a science. Here art means the ap- 
plication of skill and taste to production 
according to aesthetic principles, human 
contrivance or ingenuity. In contrast, sci- 
ence offers a satisfying explanation of the 
phenomena involved. According to P. W. 
Bridgman, “The essence of an explanation 
consists in reducing a situation to elements 
with which we are so familiar that we ac- 
cept them as a matter of course, so that our 
curiosity rests.” 

Business forecasting as an art includes 
guessing by so-called informed persons, 
compiling and averaging guesses or ex- 
pectations of others, psyching the con- 
sumer, politicking and crystal gazing. Busi- 
ness forecasting as an art need not bear 
any relationship to reality and need not 
be accurate. Like some other arts, such 
forecasting may be simply a luxury to af- 
ford pleasure and stimulation to business 
management. Poetic license may, in fact, 
be bold. 

Business forecasting as a science at- 
tempts to analyze situations, organize data 
and determine cause and effect. It is, of 
course, much more than the listing of pos- 
sible causes and the citing of supposedly 
leading or early business indexes. 

Stating the major premises and their 
relevance to the problem and following 
orderly, logical processes must ultimately 
lead to scientific conclusions and so pro- 
vide the basis for sound forecasts and busi- 


ness judgments. Business forecasting thus, 
starting with business measurement and 
comparison and being based upon sound 
logic and tested economic theory, becomes 
econometric. 


ECONOMETRIC FORECASTING 

Econometric forecasting is similar to 
the forecasting of the average and flood 
stages of a river at a particular point. For 
the latter one would go upstream, count 
the tributaries and estimate their capacity, 
measure the porosity or absorption power 
of the soil, determine what is happening to 
the forests and vegetation that retard the 
flow of waters from the snows, the normal 
rains and the downpour. One would want 
to know whether the rate of run-off is 
likely to increase or decrease; whether silt 
is filling up the tributaries and so reducing 
their capacity or scouring and increasing 
them; whether dams and other obstruc- 
tions are increasing capacity ; and so forth. 
The problems of economic forecasting are 
solved by going upstream to: 


. Count the tributaries ; 
. Estimate their capacity ; 

3. Measure per capita consumption ; 

4, Determine the influence of past births 
and current deaths and how the rates 
of each have been changing; 

. Determine the influence of changes in 
technology on consumption and pro- 
duction; 


DR. CHARLES FREDERICK ROOS has had a varied career 
as economist, statistician and mathematician, which includes 
secretary of the American Association for the Advancement 
of Science; editor of a series of papers by experts en- 
titled “Stabilization of Employment”; a Guggenheim Memo- 
rial Foundation Fellowship in economics; and principal 
economist and director of research for the NRA. In 1934 
he became research director of the Cowels Commission 
for Research in Economics and in 1938 he organized the 
Econometric Institute, New York, of which he is president. 
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Is business forecasting 
an art or a science? 


. Measure the influences of changes in 
money conditions; and 

. Determine the knowledge of business 
Management, consumers and govern- 
ment officials of the importance of 
changes in taxes, money supply and in- 
terest rates. 


A painstaking job of counting the tribu- 
taries, (1) above, has been done by the 
National Bureau of Economic Research 
under the leadership of Arthur F. Burns 
and Geoffrey H. Moore. They examined 
801 monthly and quarterly time series or 
indexes for the United States to determine 
which were early and which late in a busi- 
ness cycle. Their conclusions did not differ 
from those of the present author in a simi- 
lar study of weekly and monthly data made 
17 years ago. But counting early tributaries 
does not alone qualify one to make success- 
ful business forecasts. The steps (2) to 
(7) above must first be painstakingly ne- 
gotiated. 


SERIES ON INDUSTRIAL CAPACITY 


In 1938 the Econometric Institute de- 
veloped and ‘published the first current 
series on industrial capacity. Shortly after- 
wards it constructed indexes of production 
and capacity for the main economic classes: 
consumers’ perishable goods, consumers’ 
semidurable goods, consumers’ durable 
goods, construction materials, capital 
goods (machinery and equipment), ma- 
terials and supplies. With the new in- 
dexes it was possible to measure and pre- 
dict bottlenecks and changes in the de- 
mand for the highly cyclical capital goods 
and construction industries. These studies 
enabled the Institute to foresee postwar 
shortages of steel, copper and other non- 
ferrous metals and to predict postwar 
boom conditions while others were pre- 
dicting depression. 


CONCEPT OF DISPOSABLE INCOME 


In 1938 in a study for the General Mo- 
tors Corporation, the Econometric Insti- 
tute invented the concept of disposable 
personal income (personal income less 
taxes), constructed an historical series, 





and showed the importance of this series 
as a measure of consumption. The United 
States Department of Commerce quickly 
recognized the importance of this new 
tool of business analysis. It republished 
the historical series presented in the Gen- 
eral Motors study and has since currently 
reported disposable income. Many years 
ago we studied for literally hundreds of 
products the response of demand to 
changes in disposable income. We con- 
structed tables of average consumer re- 
sponse to changes in disposable income, 
population, consumers’ stocks of goods 
and credit terms. One point that these 
studies irrefutably demonstrated is that the 
consumer is a rational person who acts in a 
predictable way. He is by no means the 
capricious individual that some economists 
and political apologists would have one 
believe. 


BIRTH AND DEATH RATES 


In October 1941 the Econometric Insti- 
tute first began to call attention to changes 
in the birth rate and to investigate possible 
effects on demand for various types of 
goods. In particular, it pointed out that 
the household, not the individual, is the 
unit of consumption for consumers’ dur- 
able goods. In 1943 and 1944 the Institute 
began to call attention to changes in the 
death rate (due to sulfa drugs, antibiotics 
and other pharmaceuticals and better medi- 
cal care) and pointed out that these 
changes would have profound effects on 
pension and retirement plans, on the labor 
supply itself, and on the type of goods 
that would be wanted. 


TECHNOLOGICAL PROGRESS 


In 1938 Spurgeon Bell of the Brookings 
Institution* showed that prices of various 
goods were closely correlated with the 
ratio of hourly earnings to output per man- 
hour or what he called unit labor cost. 
This discovery made possible the estab- 
lishment of a relationship between tech- 
nological progress and consumption. If 
output rose as fast as hourly earnings, 
prices remained relatively unchanged, in- 
comes increased and consumption rose; 
and in such a situation more production 
and more capacity were needed. 

While production of consumers’ goods 
and the ratio of this production to capacity 
indicated the future demand for capital 
goods, the “explanation” was not entirely 
satisfying. What, for example, was the role 
of changes in interest rates, new financing 
and profits retained? Surely they must 
have some influence on the demand for 
capital goods and construction. 


FINANCING AND PROFITS 
Early in 1945 the Institute established 
the fact (1) that new financing plus cor- 


* “Productivity, Wages, and National In- 
come,” Brookings Institution, 1940. 


HOW NEARSIGHTED OR FARSIGHTED IS CREDIT APPRAISAL? 


It is sometimes said that creditors are better informed 
about their problem accounts that are close geographically. 
The opposing view is that a supplier with a nearby problem 
account may lack full information because he feels that he 
“knows all about his business neighbors.” 

This difference of opinion prompted an examination by 
Dun & Bradstreet, Inc., of the ten largest commercial fail- 
ures in the U.S. in 1954 to date and their important credi- 


tors. 


The ten failure concerns were located in New York, 
New Jersey, Pennsylvania, Illinois, Texas, and California. 
Mostly manufacturers, they also included a mining com- 
pany and a retailer. Three were in the television industry. 

Taking the ten largest creditors of each, and measuring 
the geographic distance of each creditor from each failure 
concern, it was found that 35 creditors were within ten miles 
of the respective failure concerns, 21 more than 100 miles, 


and only 44 over 100 miles! 


porate profits retained were highly cor- 
related with the ratio of corporate profits 
after taxes to the long-term interest rate, 
and (2) that this ratio was itself a good 
forecaster of producers’ expenditures for 
capital goods and construction. In short, 
here was a tie-in of profits, taxes and in- 
terest rates with the future demand for 
capital goods and construction. 

It was now possible to see ahead for 
more than just a few months. A better 
measure of funds available for corporate 
spending is obtained by adding deprecia- 
tion and obsolescence charges to new fi- 
nancing and corporate profits retained. A 
weighted average of capital consumption 
(depreciation plus obsolescence) and the 
ratio of corporate profits after taxes to the 
long-term interest rate is therefore a good 
forecaster of capital expenditures by in- 
dustry. 

The point of profitability of an under- 
taking, whether it be new or replacement 
capacity, is determined by the long-term 
interest rate and the corporate tax rate. 
There is also a risk element involved that 
brings the minimum profitability required 
considerably above the yield on high-grade 
bonds, but the two tend to be highly cor- 
related. With corporate taxes at approxi- 
mately 50% and interest rates at nearly 
3% the minimum point of profitability is 
something like 12%. At any lower rate, 
employment of funds in the investment 
market is more tempting. A second, though 
less important, measure of the future prof- 
itability of an enterprise is the ratio of the 
price of the goods produced by the new 
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rr to the price of the equipment 
itself. 


GOVERNMENT ACTION 


While economic series tend to show 
momentum, that is, change in the same di- 
rection for more than a few months, the 
economic outlook is by no means deter- 
mined by the present state of affairs. It is 
always possible for government to take 
action which will actually reverse momen- 
tum. 

On October 21, 1937, two days after the 
stock market crash, President Roosevelt 
requested that the author prepare a plan 
for economic recovery. At that time all 
sectors of the economy were falling to 
pieces fast and the downward momentum 
was quite great. The problem was first to 
slow down the momentum as quickly as 
practical without exhausting the counter 
forces before attaining the point of zero 
momentum. 

For this purpose a series of actions in- 
cluding desterilization of gold, longer 
terms for consumer and mortgage credits, 
a change in the Revenue Code to permit 
corporations to retain greater percentages 
of profits without tax penalty, additions 
to the Navy, and increased public expendi- 
tures for goods were proposed to brake 
the momentum. Government action on 
these points was expected to bring about 
zero momentum by May or June 1938 at 
which point monetary stimulus could in- 
duce an uptrend. The program was fol- 
lowed and production turned upward in 
June 1938. 

During the 1953-1954 recession gov- 
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GENERAL ELECTRIC EXECUTIVES IN PANEL DISCUSSION TO BE 
FEATURE AT CONTROLLERS ANNUAL CONFERENCE IN CHICAGO 


MR. WICHMAN 


MR. PAXTON 


ie 


MR. LEWIS 


At the afternoon session on October 11, ROBERT PAXTON, executive vice president, 
Industrial Products and Lamp Group, will open up the subject of “Planning, Managing 
and Measuring the Business (A Case Study of GE)” which in turn will be taken up by 
the following GE executives: ARTHUR F. VINSON, vice president-manufacturing, 
Manufacturing Services Division; WILLIAM C. WICHMAN, vice president, GE, and 
general manager, Industrial Power Components Division; W. F. OSWALT, general 
manager, General Purpose Control Department, Industrial Power Components Divi- 
sion; R. W. LEWIS, manager, Measurements Services, Accounting Services Division; 
and M. L. HURNI, senior consultant, Operations Research Consulting Service. 


MR. VINSON 


ernment counteraction has been even 
quicker, and bolder. By this time fore- 
casting techniques were much more de- 
veloped and had been tested. Moreover, by 
this time the corporate heads of a substan- 
tial portion of American industry had 
come to accept the new techniques and 
the conclusions to which they led. 

It was possible for the Econometric In- 
stitute in April 1953 to call together at the 
Waldorf-Astoria Hotel, New York, re- 
sponsible executives of more than 400 
large corporations for an all-day discus- 
sion of economic weaknesses and possible 
government actions. Here again a positive 
program for government was offere 
which included: 


1. Personal income tax reduction to in- 
crease disposable income and consump- 
tion ; 

2. Corporate profits tax reduction to in- 
crease corporate purchasing power ; 

3. Lower interest rates to lower the 
point of profitability of new investment ; 

4. Liberalization of depreciation poli- 
cies for tax purposes ; 


MR. OSWALT 


MR. HURNI 


5. Increased immigration; 

6. A shift in Treasury policy away from 
the sale of savings bonds toward bank bor- 
rowing; and 

7. Increased federal expenditures for 
highways. 


These examples, plus the 1949 experi- 
ence, clearly indicate a greater awareness 
by government of a need for counter cycli- 
cal measures. Does this mean that busi- 
ness forecasting is apt to become less im- 
portant ? Emphatically no! Scientific busi- 
ness forecasting is even more necessary to 
indicate potential weaknesses and to sug- 
gest the required counter measures. 


ACCURACY IN FORECASTING 


In the May. 1954 issue of The Con- 
troller, Arthur F. Burns, chairman of the 
Council of Economic Advisers to President 
Eisenhower, is quoted as follows: 

“Forecasting will work occasionally, but 
I never saw one (business forecast) work 
all, or most of the time. I know no way to 
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deduce the future with certainty. Subtle 
understanding of economic changes comes 
from a knowledge of history and large af- 
fairs, not from statistics or their processing 
alone—to which our disturbed age has 
turned so eagerly in the quest of certainty.” 

Neither Dr. Burns nor any of his staff 
inquired about the methods used by the 
Economic Institute or its record. If he had, 
the files of the Institute would have been 
made available. The Institute, of course, 
has made errors, but except for 1952 it 
has never failed to identify correctly each 
turning P amex in production and income 
and to forecast the trends as they devel- 
oped. 

In 1952, the Institute was seriously mis- 
led by the 1,010,000 undercount of the 
number of households in the U. S. Census 
of 1950. This led it to expect saturation of 
the housing market and the market for 
consumers’ durable goods before they 
actually occurred. But before the end of 
1952 the Institute had marshalled enough 
evidence to prove the Census Bureau in 
error by at least 500,000 and revised its 
forecasts. In April 1953 the Census Bureau 
estimated the error at 1,010,000! 

The very nature of business forecasting 
is such that 100 per cent accuracy can 
scarcely be expected and management 
should not be misled into believing that 
perfection can be attained. 


THE MODERN “ECONOMETRICIAN” 


The aavdern economic analyst, or “‘econ- 
ometriian” as he calls himself, ap- 
proache. the problem of charting business 
with a tested theoretical background, and 
a library of studies involving both simple 
and complicated economic interrelation- 
ships. He has also at his disposal tables 
showing the average effects of changes in 
income on sales of various types of prod- 
ucts. He knows how changes in various sta- 
tistical series are timed with respect to 
changes that have already occurred in 
other series. 

Likewise, the modern econometric fore- 
caster possesses the mathematical and sta- 
tistical training that is required for inter- 
polating and filling in important statistical 
gaps, for spotting inconsistencies in data, 
and for isolating from trends such com- 
plex seasonal and cyclical tendencies as 
may exist. The modern econometric fore- 
caster with knowledge of the mathematical 
theory of probability and the nature of 
random or chance series is able to identify 
with assurance points at which new sys- 
tematic or nonrandom factors put in their 
appearance. The modern econometric fore- 
caster is, therefore, forever on the alert 
to identify new forces that might reinforce 
or negate his forecasts. He knows full well 
that certain strong forces can importantly 
modify trends and is constantly measuring 
the intensities of new forces as they ap- 
pear. But this very constancy of observa- 
tion enables him to identify turning points 
well ahead of the average citizen. 





work! savers 


by olivetti 


Olivetti Fully Automatic Printing Calculator. 
Automatically performs the 4 basic operations 
in arithmetic . . . and prints a permanent tape 
record of all calculations. In commercial pro- 
duction for 7 years, it is still the only fully auto- 
matic machine of its type. 


Olivetti Automatic Carriage Printing Calculator. 
Automatically calculates . . . and prints desired 
figures on record forms, automatically moving 
to the proper columns. Provides automatic and 
shuttle carriage operation. It is the first and 
only machine of its type. 


Olivetti Electrosumma Duplex Adding Machine. 

The fastest desk model adding-listing machine 
yet achieved: its two registers can operate si- 
multaneously, eliminating re-entries . . . at the 
high speed of 215 rpm, with fast rotary printing. 
Capacity 99,999,999,999.99, Available in 1955. 











Olivetti “Electrosumma 14” Adding Machine. 
Subtracts directly, gives credit balance auto- 
matically, multiplies semi-automatically. Capac- 
ity 999,999,999.99. Extra ease and accuracy 
through Olivetti’s special double and triple zero 
keys, and automatic keyboard lock to prevent 
false entries. 


For further information . . . for name of nearest 
dealer . . . for a demonstration or trial in your 
own office, write, wire or phone: 


Olivetti Corporation of America Olivetti Sales Corporation 
580 Fifth Avenue 230 N. Michigan Avenue 
New York 36, N. Y. Chicago I, Illinois 
JUdson 2-0637 ANdover 3-2689 


Olivetti Sales Corporation 
17 Second Street 
San Francisco 5, Calif. 


EXbrook 2-6947 





Price Redetermination in Defense Contracts 


(The Swartzbaugh Manufacturing Company Case) 


Paul M. Trueger 


RADITIONAL ARMED SERVICES PROCE- 

DURES in respect to redetermination of 
fixed-price contracts are overthrown by 
the Board of Contract Appeals. The Board 
ruling is in accordance with the views con- 
sistently expressed by industry and inde- 
pendent public accountants, holding that 
(1) redetermination of fixed-pricé con- 
tracts should be predicated on negotiation 
rather than detailed audit, and (2) the 
provisions of Armed Services Procure- 
ment Regulations, Section XV are appli- 
cable to cost-reimbursement type contracts 
and are not binding to fixed-price con- 
tracts. 

A recent ruling by the Board of Con- 
tract Appeals wiil prove of substantial in- 
terest to everyone concerned with Defense 
Contracts. In a dispute between the Gov- 
ernment and a contractor, with respect to 
the allowability of costs incurred under a 
fixed-price contract, subject to price re- 
determination, the Board ruled against the 
Government's attempt to apply the audit- 
ing procedures contemplated for use in 
cost-reimbursement type contracts, and the 
disallowance of incurred costs by reference 
to Armed Services Procurement Regula- 
tions, Section XV. 


CONTRACT NEGOTIATIONS 


In May 1947, the Government re- 
quested the contractor to submit a bid for 
50,000 food containers of the same gen- 
eral characteristics, but a more refined and 
advanced unit of a container produced ex- 
perimentally by this company during 
World War II. The contractor was re- 
luctant to take this procurement because 
of full capacity operations on commercial 
business. In the discussions and negotia- 
tions that followed, a contract was agreed 
upon calling for the manufacture and de- 
livery of 50,000 containers over an 11- 
month period from December 1947 
through October 1948, at a unit price of 
$34.32 and total consideration of $1,716,- 
000. 

Because the specifications were to be 
developed as the work progressed, and 
improvements on the original handmade 
protenyee were to be designed and intro- 
duced by the contractor, there existed a 
substantial uncertainty as to the ultimate 
cost of performance. Accordingly, a price 
revision clause was inserted in the con- 
tract which provided for negotiations lead- 
ing to a reasonable revised price (but not 
to exceed $2,075,000) based on a state- 


PAUL M. TRUEGER was formerly associated with the Army 
Air Force, Contract Audit Branch, and with several promi- 
nent firms of certified public accountants. He is now en- 
gaged in his own practice as a CPA, in New York City, 
specializing in accounting for defense contracts. He is a 
member of the New York Society of CPAs, the AIA, and 
NACA. He has written numerous articles for the various 
accounting journals, is author of a book “Accounting Guide 
for Defense Contracts” published by Commerce Clearing 
House, Inc., and has lectured before professional groups. 
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ment to be filed by the contractor within 
60 days after completion or termination 
of the contract. 


REARRANGEMENTS 


At the time of initial negotiations, the 
Government was advised that the con- 
tractor would not have space available in 
its main plant to produce this item, that 
additional outside space would be re- 
quired, and that the company’s civilian 
business would need to be transferred and 
rearranged. After joint studies by the Gov- 
ernment and the company, the following 
procedures were adpoted: 

1. The first floor of a commercial build- 
ing was arranged for the assembly of com- 
pleted units by moving an assembly line 
devoted to production of an electrical 
roasting device to the main plant, and free- 
ing 10,000 square feet of floor space in the 
main plant; 

2. A plant was purchased and certain 
assembly lines from the main plant were 
moved thereto to provide an additional 
4,000 square feet; 

3. Space was taken on the second floor 
of the previously mentioned commercial 
building to receive Government dies; and 

4. Upon examination and inspection, 
many of these dies were determined unus- 
able and certain others obsolete whereupon 
they were moved to the newly purchased 
plant and stored free of charge for the 
Government. 


CONTRACT MODIFICATIONS 


By November 1947, the contracting of- 
ficer determined that certain equipment 
which the Government was obligated to 
furnish was not available and would have 
to be purchased. Authorization was ef- 
fected to purchase machinery to the ex- 
tent of $122,000 and, in May 1948, Con- 
tract Modification “A” was signed for 
government-furnished property. Delivery 
schedules were revised to run from August 
1948 to May 1949. 





The contractor contacted every source 
of supply suggested by the Government 
but was unable to discover the necessary 
machinery, whereupon, it purchased the 
required items for the sum of $116,272.12. 
In order to meet the contractor's urgent 
need for funds, Modification ‘“B’ to the 
contract was prepared and sent to the com- 
pany to permit reimbursement thereto. 

Modification “C’, dated February 1949, 
authorized additional equipment under 
Schedule “A”. 


PRICE REDETERMINATION 
NEGOTIATIONS 

Deliveries were completed in June 1949 
and, in accordance with contract terms, 
the contractor submitted its costs within 
60 days thereafter. The company’s books 
and records were audited by the Army Au- 
dit Agency and negotiations commenced 
in November 1949. Despite substantial ne- 
gotiations and supplementary audit action 
by the Arty, the parties were unable to 
agree on a revised price. Findings were is- 
sued by the Government under the “Dis- 
putes” article of the contract. 


DISPUTED COSTS AND BOARD 
OF CONTRACT APPEALS RULING 


After all negotiations, a total of $229,- 
467.63 remained in dispute. The summary 
at the top of page sets forth the items in- 
volved, by classes and groups and the re- 
sults of the ruling by the Board. 

The details of the individual disputed 
costs, together with the basis for reinstate- 
ment of disallowance by the Board, are 
commented upon in the balance of this 


paper. 


PLANT ARRANGEMENT EXPENSE 
—$13,970.59. 


The amount is made up of the following 


items: 

Labor, rearranging equipment $ 1,075.14 

Labor, rearranging 
production lines 

Labor, moving dies 

Trucking expense 


2,100.49 
1,128.41 
1,125.42 


$5,429.46 
8,158.93 
178.00 
204.20 


Total labor 
Overhead on above labor 
Preparation of drains 
Photographs of assembly line 


Total plant arrangement expense $13,970.59 


The above costs were disallowed by the 
Government on the basis that the con- 
tractor did not give advance notice in the 
portion of the bid form where the pro- 
posed place of performance is cited. The 
Board noted, however, that the Govern- 
ment had not attempted to suggest a bet- 
ter or more efficient rearrangement plan 
than the one employed. The Board fur- 
ther stated that the company’s executives 
were quite within the limits of their own 
authority when they decided to rearrange 


SUMMARY OF DISPUTED COSTS 


Total Disallowed 


RULING BY B.C.A. 


by Gov't G 


Disputed by 
Contractor 
$ 13,970.59 

57,114.57 


Plant arrangement expense 
Special facilities expense 
Rentals of space in 
commercial bldg. 
Manufacturing overhead 
Gen‘l & adm. expense 
Interest charges on 
borrowed money 
Errors in schedule 
attached to findings 
Post-production costs 
Miscellaneous 
Profit 


10,073.62 
17,896.51 
12,577.57 


9,424.89 


6,941.99 
18,235.71 
1,713.63 
81,518.55 


Gov't overruled 
Costs reinstated 


$13,766.39 
See note 1 


Gov't Sustained 
Costs Disallowed 


$ 204.20 
See note 1 


10,073.62 —- 
17,896.51 — 
12,577.57 See note 2 

9,424.89 


6,941.99 — 
18,235.71 
485.31 
19,000.00 


1,228.32 
62,518.55 


$229,467.63 


NOTE |: Reinstated, subject to prorata allocation to other items on which equipment was used. 
NOTE 2: Reinstated, contingent on approval of certain salaries by Bureau of Internal Revenue. 


their plant facilities, particularly since it 
was obvious to the Army represeniatives 
who visited the plant during negotiations 
that the plant was operating at top capacity 
on civilian work, and that if the contract 
was to be taken, it would require addi- 
tional space and facilities. 

The Government's objection as to the 
contractor's failure to give advance notice 
was unacceptable to the Board in the light 
of the fact that plant rearrangements re- 
quired substantial study during the pre- 
production ay following the submis- 
sion of the bid. 

Having established the validity of the 
plant arrangement expense in principle, 
the Board analyzed the individual items in 
detail and found none to be objectionable 
except for the —. for photo- 
graphs of the assembly line in the amount 
of $204.20. The contracting officer's dis- 
allowance of this charge was upheld on 
the premises that (1) the cost did not ap- 
pear to be directly related to contract per- 
formance, and (2) the expense was con- 
sidered to be in the nature of preparation 
of evidence for a claim. 

The balance of the plant arrangement 
expense aggregating $13,766.39 was al- 
lowed by the Board. 


SPECIAL FACILITIES EXPENSE 
—$57,114.57. 


The amount involved is determined as 
follows: 
Cost of machinery and equipment in- 
cluded in contractor's cost statement 


Less: Depreciation allowed by con- 
tracting officer 


$59,654.06 
2,539.49 


Net amount disallowed in dispute $57,114.57 


As a result of its examination, the Army 
Audit Agency established that the gross 
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cost charged by the contractor had been ac- 
tually incurred. However, because these 
items were not provided for in the con- 
tract, the determination of their propriety 
was left for the decision of the contracting 
officer. The contracting officer ruled that 
these costs, except for the depreciation 
charge mentioned above, should be disal- 
lowed since they were not included in the 
contractor's proposal nor were otherwise 
authorized in the contract. 

Of the total costs of special facilities, 
$10,158.03 represented the cost of a de- 
greaser. This item was purchased for use 
on the contract in dispute, and was also 
used in the performance of a subsequent 
contract for related spare parts, and later 
for some civilian work. The contractor 
contended that after the degreaser was 
used for a short period on civilian busi- 
ness, it was dismantled because of its ex- 
cessive cost of operation on civilian work. 
The Board ruled that a normal deprecia- 
tion charge under the circumstances was 
not equitable, and that the allowable 
charge on the contract in dispute should be 
determined by allocating the total cost 
among this contract, the subsequent spare 
parts contract and the civilian work on 
which it was used. Inasmuch as the Board 
did not have sufficient data to permit the 
determination of the allowable charge, the 
matter was referred back to the contracting 
officer for negotiation with the contractor 
in conformance with the principles of al- 
location cited above. 

The balance of the special facilities 
totaling $49,496.03, represented equip- 
ment of a type known as “aids to manu- 
facturing’’ which are expendable and nor- 
mally consumed during the life of the con- 
tract. Some of this equipment, however, 
was used on the successor spare parts fixed- 
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manner which seemed best to them, nor 
was it contended by the Government that 
the methods employed, including the 
rentals of space, were unnecessary, waste- 
ful or inedlicient. The total charge for 
rentals of space, in the amount of $10,- 
073.62, was reinstated by the Board. 




























THE MEN BEHIND THE 23RD ANNUAL NATIONAL CONFERENCE 


OF CONTROLLERS INSTITUTE TO BE HELD IN CHICAGO 


Those in attendance at a recent meeting 
of the Executive Committee for the 1954 
Annual National Conference of Control- 
lers Institute of America, to be held at the 
Edgewater Beach Hotel in Chicago, Octo- 
ber 10-13, were (left to right): Standing 
—HERBERT F. WALTON, Allstate Insur- 
ance Company, Skokie, Ill. (chairman of 
the Arrangements Committee) ; FREDERIC 
A. Curtis, Continental Illinois National 
Bank and Trust Company of Chicago 
(chairman of the Finance Committee) ; 
Don JACKSON, assistant to Mr. Walton; 
JoHN DOLINA, assistant to Mr. Blumen- 
schein; L. B. BUCHANAN, Chicago Mill & 
Lumber Co. (chairman of the Intercontrol 
Attendance Committee); ROBERT H. 


TAPPENDORF, Enterprise Paint Manufac- 
turing Co. (secretary of the Conference) ; 
T. G. ReDMAN, Swift & Co. (chairman of 
the Business Show) ; CHARLES F, AXEL- 
SON, United States Gypsum Company 
(member of the Arrangements Commit- 
tee); LEON J. HEIDGEN, Borg-Warner 





price contract. In this connection the com- 
pany stated that no cost or charge by way 
of depreciation or otherwise was included 
in the price for the spare parts contract to 
cover the use of this equipment. 

The Board referred to its ruling in the 
appeal of the Sterling Mfg. Co., BCA 
#1722, wherein it was held that the cost of 
machinery and equipment incurred specifi- 
cally for the cost of the contract is a proper 
direct cost in a revision of price negotia- 
tion. In accordance therewith, the Board 
now ruled that this cost should be allowed 
as a direct charge to this contract, subject 
to a reasonable deduction for the use on 
the subsequent spare parts contract. In this 
connection the Board suggested that an 
apportionment of these costs between the 
two contracts involved could be made on 


Corporation (chairman of the Ladies Hos- 

itality Committee) ; and WAYNE IRWIN, 
The Pullman Co. (chairman of the Recep- 
tion Committee). 

Seated—RoOBERT L. CARSON, Illinois 
Agricultural Association (chairman of the 
Housing Committee); JOHN W. D. 
WRIGHT, International WHarvester Co. 
(chairman of the Speakers Hospitality) ; 
A. H. WIEDEMAN, Committees Secretary, 
Controllers Institute; HERMAN W. STEIN, 
A. C. Nielsen Co. (chairman of the Pro- 
gram Committee); CARL M. BLUMEN- 
SCHEIN, Container Corporation of America 
(general chairman of the Conference) ; 
EDWARD TuBBs, International Minerals & 
Chemical Corp. (vice chairman of the Con- 
ference) ; EDMUND BuRKE, The First Na- 
tional Bank of Chicago (chairman of the 
Registration Committee) ; BENJAMIN R. 
MAKELA, assistant secretary, Controllers 
Institute; and ARTHUR BripGe, E. J. 
Brach & Sons (member of the Business 
Show Committee). 


a direct labor dollar basis. It stated, how- 
ever, that any other appropriate basis of 
allocation could be employed if both par- 
ties agreed thereto. 


RENTALS OF SPACE—$10,073.62 


The basis of government disallowance 
of this charge was similar to that which 
obtained in respect of the two items men- 
tioned previously, the contracting officer 
holding that no contractual provision or 
authorization existed. Here again, the 
Board ruled the disallowance to be in er- 
ror, and that the company’s executive acted 
within the appropriate limits of authority 
in the determination of methods of rear- 
rangements. It was also noted that no evi- 
dence existed that the company officials 
had not rearranged their facilities in a 
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MANUFACTURING OVERHEAD 
—$17,896.51 


Manufacturing overhead in dispute con- 
sisted of three categories of charges: 
Difference between contractor's and 


the Government's allocation meth- 
ods of charging overhead in pre- 


production period $ 3,363.85 
Overhead on labor expensed on dies, 
repairs and fabrication of new dies 4,826.87 
Contractor's proposed cost reduction, 
submitted during price revision ne- 
gotiations 9,705.79 
TOTAL $17,896.51 


Labor expended directly on the contract 
in the preproduction period was charged 
directly thereto by the company. Appli- 
cable manufacturing was computed at the 
full rate, determined as a percentage of 
total overhead to total labor. The amount 
thus computed by the company aggregated 
$27,694.26. 

The Army Audit Agency representatives 
employed a different method and arrived 
at the amount of $24,330.41, or $3,363.85 
less. The Government’s method is not ex- 
pees in the text of the Board’s ruling 

ut is described as a ‘“‘strict mathematical 
precision, a long and costly — This 
“mathematical precision” failed to con- 
vince the Board that the Government had 
succeeded in arriving at more accurate re- 
sults than the contractor. The Board was 
of the opinion that the company’s books 
were maintained in accordance with proper 
accounting principles, and it oer 
that in view of that fact, there was no 
justification to the introduction of a differ- 
ent system merely because it resulted in a 
small advantage to the Government in this 
particular instance. 

The Government had disallowed manu- 
facturing overhead in the amount of $4,- 
826.87, representing the amount allocable 
to labor on die repairs and the making of 
new dies. The disallowance was based on 
the specific contractual provisions of Modi- 
fication ““B’ which stated that the con- 
tractor was to be reimbursed for the net 
invoice price of the property, transporta- 
tion and direct labor but that no allowance 
would be made for the reimbursement of 
overhead, administrative expense or profit. 

The contractor set forth two contentions 
in rebuttal. First, the company stated that 
the labor had been expended on Schedule 
“C” facilities, not Schedule “A’”’ facilities 
and that the contract contained no prohi- 
bition against allocation of overhead to 
such items. 

The contractor further stated that if the 
fabrication of dies had been subcontracted, 
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the total cost to the Government, includ- 
ing all overhead and profit as well, would 
have been allowed. 

In this regard, the company contended 
that the fact that only a portion was sub- 
contracted and that the Government had 
in effect benefited from the reduced cost 
of the dies manufactured in the contrac- 
tor’s own plant, clearly evidenced the in- 
equity of disallowing this charge. The 
Board accepted the contractor's conten- 
tions and reinstated the full amount. 

The final item in dispute under manu- 
facturing overhead was the amount of 
$9,705.79. Based on the text of the 
Board's decision, it appears that the only 
basis for the disallowance of this charge 
was the contractor's proposal made in ef- 
fect to reach a compromise in negotiations. 

At that time the company had made an 
offer to reduce its total claim by $27,105.- 
68, of which the aforementioned figure of 
$9,705.79 represented a portion of manu- 
facturing overhead for the production pe- 
riod. 

The Board ruled that the facts showed 
that the offer had not been accepted and 
had been withdrawn and, accordingly, that 
such proposed compromise did not con- 
stitute the proper basis for disallowance. 

It was further stated that the company’s 
method of overhead allocation was proper 
and acceptable. The Board found no rea- 
son to question the charge, and the amount 
of $9,705.79 was reinstated. 


The total manufacturing overhead in 
dispute, aggregating $17,896.51, was re- 
instated by the Board. 


GENERAL AND ADMINISTRATIVE 
EXPENSE—$12,577.57 


General and administrative expenses in 
dispute comprised the following items: 


Difference between the Government's 
and contractor’s methods of allo- 
cating these expenses 

Individual items disallowed: 
Donations 
Depreciation—office furniture 
Attorney's fees 
Overtime 


$ 3,626.58 


670.81 
189.65 
75.00 
1,628.99 


6,191.03 
1,249.98 
1,000.00 
4,136.56 


SUBTOTAL 
Pension 
Severance pay 
Officers’ bonuses 


TOTAL IN DISPUTE $12,577.57 

As explained in the following com- 
ments, charges making up the subtotal of 
$6,191.03 were specifically reinstated by 
the Board. The items constituting the bal- 
ance of $6,386.54 were found to be al- 
lowable to the extent approved by the Bu- 
reau of Internal Revenue. 

The contractor allocated general and 
administrative expense to the contract in 
the ratio of cost of sales for the period 
November 1, 1948 to June 30, 1949. The 
Army Audit Agency made its examination 
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in August 1949 and found it impossible 
to verify (1) the accuracy of the inventory 
at June 30, 1949, and hence (2) the cor- 
rectness of the cost of sales figure used by 
the contractor. The Government found, 
however, that data on direct labor hours 
were available and auditable. Accordingly, 
the latter method of allocation was used. 

In this connection, the Government au- 
ditors also slightly revised the period— 
the month of October 1948 was added 
because substantial labor on the contract 
was incurred. The month of June 1949 
was eliminated because little or no labor 
on the contract had been expended. 

In what appears to represent an unusual 
extension of the Board’s views (com- 
mented Fi in later paragraphs of this 
paper), that detailed auditing is neither 
required nor desirable in price revision, it 
ruled here that the Government's difficulty 
in verifying the contractor's cost figures 
was not considered a satisfactory reason 
for adopting a different method of alloca- 
tion. It stated that the contractor's cost-of- 
sales basis constituted a generally accepted 
accounting basis and any differences attrib- 
utable to the change in methods should 
be reinstated. 

The Government's elimination of the 
month of June 1949 and the addition of 
the month of October 1948 were appro- 
priate in computing general and adminis- 
trative expenses on a direct-labor-hours 
basis for the reasons cited above. Once the 
Board set aside this method of allocation, 


and re the contractor’s original cost- 


of-sales basis, there was also the need to 
reinstate the original period employed, by 
the contractor. 

Although substantial labor was incurred 
in October 1948, only 160 of the 50,000 
units were shipped in that month. Simi- 
larly, although little or no labor was in- 
curred in June 1949, 2,500 were shipped 
in that month and, in addition, heavy post- 
production administrative expense was in- 
curred in winding up the contract. As a 
result thereof $3,628.58 was reinstated. 

The Government’s disallowance of do- 
nations in the amount of $670.81 was ap- 
parently based on the inadmissibility of 
such expenses pursuant to the provisions 
of Armed Services Procurement Regula- 
tions, Section XV. 

The Board ruled that contributions to 
recognized charitable agencies, when an 
established practice of the contractor, 
“have been allowed in price revision as a 
regular and ordinary business expense.” 

It stated, therefore, that inasmuch as 
the disallowance was based on Armed 
Services Procurement Regulation, Section 
XV, and not from a consideration of the 
propriety of the donations, the charge 
should be reinstated. 

The text of the case describes the item 
of depreciation ($189.65) as the write-off 
of the remaining book value of the office 
furniture in December 1948 but does not 
explain the Government’s basis for disal- 





lowing this charge. The Board reinstated 
this item on the basis that it represented 
the continuance of an established entry 
in the cost books, and, therefore, it should 
be permitted as a proper business expense. 

In the instance of the disallowed charge 
for overtime, in the amount of $1,628.99, 
the case is similarly silent in respect to the 
Government's basis for disallowance. The 
text is limited to the Board's opinion that 
this charge does not represent Figg wee 
payments but rather payment for labor 
performed at regular rates. On that basis, 
it was ruled a proper charge to the con- 
tract and reinstated. 

The disallowance of the attorney's fees 
in the amount of $75.00 was apparently 
based on the Government’s elimination of 
the month of June 1949 for the period 
used in general and administrative expense 
allocation. Inasmuch as the Board ruled 
in favor of the period originally used by 
the contractor, thus reinstating the month 
of June 1949, the attorney's fees, which 
were incurred in that month, were likewise 
reinstated. 

The individual items of general and 
administrative expense discussed thus far, 
added to the amount of $3,626.58 repre- 
senting the difference in the methods 
employed, aggregates $6,191.03, which 
amount was reinstated in full by the Board. 

The balance of general and administra- 
tive expense disallowed by the Govern- 
ment and in dispute aggregated $6,386.54 
and represente the expense of pension 
and severance pay and officers’ bonuses. 
Unfortunately, the decision does not ex- 
plain the Government's reasons for disal- 
lowing these items. With respect to all 
three charges, the Board noted that the 
items appeared to have been obligations 
of the corporation, “properly established 
and regular in character.” 

The Board directed the contracting of- 
ficer to determine whether these items had 
been approved by the Bureau of Internal 
Revenue and to reinstate all or such por- 
tion of these charges as were approved by 
the Bureau. 


INTEREST CHARGES—$9,424.89 


The company established a continuous 
loan for the purchase of inventory and 
equipment required under this contract. 
The interest payments were disallowed by 
the Government pursuant to established 
policy and, in this instance, the Govern- 
ment ruling was sustained by the Board 
and the interest charge was disallowed. 
The Board cited Rainier, Inc., BCA $1733, 
as precedence. 


ERRORS IN CONTRACTING OFFICER’S 
FINDINGS—$6,941.99 

The amount involved was not related to 
disallowance of costs or expenses, but 
represented certain errors in schedules at- 
tached to the contracting officer’s findings. 


(Continued on page 493) 
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CAN YOU HELP? 


Editors, THE CONTROLLER: 
In trying to develop more effective annual reports for 
stockholders, two basic questions have arisen: 


1. Does the average stockholder understand the meaning 
of ‘working capital” as used in the Sources and Appli- 
cations of Funds Statement, where the accounting sched- 
ule of changes in working capital is not presented also? 
2. To the average stockholder, of what interest is in- 
crease or decrease in “working capital’? 


Regarding the first question I have the feeling that the 
average stockholder does not understand the meaning of 
working capital but am unable to find. any research study 
providing an objective answer. Do you or any members of 
Contrcllers Institute know of such a study? 

Regarding the second question, working capital has real 
significance for credit purposes. To the average stockholder, 
however, I rather doubt that increase or decrease in working 
capital has much significance. His primary interest would 
seem to be (1) net profit after taxes; and (2) a steward- 
ship report of what was done with the funds put into the 
business. Can you or any member of Controllers Insti- 
tute refer me to any research study providing an objective 
answer? 

Any help your readers can give me will be sincerely ap- 
preciated because I am trying to reformulate the theory 
of the funds statement as part of my work for the Doctor 
of Philosophy degree. 


HowarD M. DANIELS, Chairman 
Department of Accounting 
University of Houston 

Houston, Texas 


Comments from our readers are solicited. Please write 
directly to Professor Daniels at the above address, and a 
copy to this office would be appreciated. 

We have written Professor Daniels concerning a stud) 
published by Controllership Foundation some years ago, 
“What Information People Want About Policies and Finan- 
cial Conditions of Corporations.” In that volume is pub- 
lished one of the questions asked of stockholders who read 
financial reports: “What things do you look for first in 
the tables?” 

The answer: “Income Statement items—6 5.8% 

Balance Sheet items—26.5% 
W orking Capital 1.6% of above 26.5%.” 

In addition, the Foundation has published, “The Public's 
Acceptance of the Facts and Figures of Business Account- 
ing. 

These studies are now out of print, but are available on 


—The Editors 


loan basis from our library. 
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The Unions and Antitrust 

Labor Secretary Mitchell has stated that his department is 
opposed to suggestions that the antitrust laws be made ap- 
plicable to labor unions. This view has been expressed to a 
6o-member committee named by Attorney General Brownell 
which is studying the proposals to revise the antitrust 
statutes. 


Lockouts Justified 

NLRB has ruled that a strike against one member of a 
group of employers justifies a whole group in locking out 
their employes, assuming that the lockout is aimed at meet- 
ing a threat of an over-all strike and has no “‘anti-union 
motivation.” The ruling came in a dispute between an AFL 
teamsters’ union in Buffalo and the Linen and Credit Ex- 
change, an association of seven linen supply firms. 


Proposed Taxpayers’ Elections 

A proposed Treasury decision would provide interim 
rules with respect to certain elections or other actions by 
taxpayers under provisions of the Internal Revenue Code 
of 1954 for which there are no corresponding provisions 
under the 1939 Code. 


Justice Department Eyes Mergers 

The Justice Department's antitrust chief has stated that 
the Department will examine any merger in which it be- 
lieves that there may be danger of a serious shrinkage in 
the number of competitors engaged in a basic industry. 
Companies that want to be sure that their merger plans do 
not violate antitrust laws often ask the Department for 
advance approval. First approval of a merger, however, 
does not necessarily mean that no antitrust action will ever 
be brought against a consolidated company. Companies, of 
course, are at liberty to go ahead at their own risk without 
any consultation with government officials. 


Tax Filing Date Conflicts 

With the new federal tax law, the deadline for filing in- 
dividual returns has been changed from March 15 to April 
15. The additional month’s grace will have dubious ad- 
vantages for citizens of 13 states who must file state income 
tax returns on that date. In nine states the filing date is 
March 15 while in two states it is May 15. Filing dates for 
other states vary from January 31 to April 30. 
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IRC Ruling 

No special rulings will be issued under the new Internal 
Revenue Code of 1954 until regulations have been pub- 
lished. IRS is now at work on regulations interpreting the 
various sections of the 1954 Code and offering examples 
of how it will work. The new regulations will be issued 
piece-meal in the form of separate Treasury decisions. Rul- 
ings to individual taxpayers on problems covered by the 
new Code will not be issued until the regulations are pub- 
lished. 


Business Census for 1955 

The Census Bureau will survey 3 million U. S. businesses 
next year to update statistics on businesses, manufacturers, 
and mining establishments. Presently available data are 
now seven to 15 years old. The census of business will cover 
2.75 million retail, wholesale and service establishments 
and will collect information on the number of such estab- 
lishments, sales, employes, pay rolls, etc. This census was 
last published for the year 1948. The census of manufac- 
turers will cover almost 300,000 establishments and re- 
port on production, employment, and pay rolls. The most 
recent census of this was taken in 1947. The census of 
mineral industries will cover operations of 35,000 estab- 
lishments and will bring up to date data based on 1939. 


Faster FTC Procedures Claimed 

Chairman Howrey states that the FTC has eliminated 
about 50 procedural steps in an effort to speed up disposi- 
tion of cases. The revision of rules and procedures is de- 
signed to deal with unfair competitive methods in their in- 
cipient stages. Howrey also said that the FTC hopes to 
inaugurate a system of fuller protection of the public against 
unfair and deceptive practices through increased cooperation 
with officials of state governments. 


Government in Business 

An Administration plan to raise extra cash by selling odds 
and ends has resulted in one ‘‘experimental’’ stamp sale at 
which GSA sold 55 pounds of used stamps for $339. All 
government mailrooms have been directed to cut stamps 
from the envelopes and forward them to the GSA regional 
office where they will be sold in two classifications—foreign 
and domestic. A GSA official estimates the program will 
result in sales of 400 to 500 pounds of cancelled stamps per 
month and bring in a yearly revenue of close to $40,000. 


FTC Considers Switch on Complaints 

The FTC is debating a procedural change that would 
prevent new charges from being added to a complaint once 
a hearing has started. Present procedure, whereby new 
charges may be included at any time, would not be allowed 
in a civil suit before a court of law. 


Government Economy 

The new Internal Revenue Code of 1954 will not mean 
a spate of new internal revenue forms. IRS has announced 
that the forms applicable under any provisions of the 1939 
Code can be used under the 1954 Code insofar as they are 
not inconsistent with it. This should be a small saving for 
taxpayers. —BENJAMIN R. MAKELA 
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The current interest of business manage- 
ment in centralized data processing gives 
new importance to data transmission. 

With the new IBM TRANSCEIVER it is 
now possible, in effect, to transmit IBM 
cards over telephone or telegraph lines. A 
card read at one end of the line produces a 
card at the other end. The entire operation 
is automatic, fast and accurate. 


Orders taken at a branch office can be 
billed from the home office without delay. 
Up-to-date centralized inventory control can 
be maintained. Consolidated sales figures 
can be produced almost overnight. Data 
from employee time cards can be trans- 
mitted to a processing center, and punched 
card pay checks and earnings statements 
transmitted back—by the same equipment. 





TRANSCEIVER > 


A card-to-card transmitter and receiver for 
fast, accurate, automatic transmission of 
accounting data by telephone or telegraph 


These are but a few of the new data process- 
ing methods made possible by the IBM 
TRANSCEIVER. 


Your local IBM office will be 
glad to give you the full story 
on this important new develop- INTERNATIONAL BUSINESS MACHINES 
ment. Or write: 590 Madison Avenue, New York 22, N. Y. 














Renegotiation Act’s Extension 


C. Richard Gunzer 


eS has extended the Renegotiation Act of 1951 to De- 
cember 31, 1954. This is a one-year extension, retroactive 
to January 1, 1954. 


PRINCIPAL CHANGES 

A summary of the principal changes, with their effective dates, 
is as follows: 
Effective Date 


Fiscal years ending on or 


after June 30, 1953 


Act Section Subject 
105(f)(1) R tiabl increase from 


$250,000 of sales to $500,000 





Retroactive to March 23, 
1951 (original enactment 
date) 


Certain synthetic rubber contracts 
exempted from renegotiation 


106(a)(6) 


Fiscal years ending on or 


Durable productive equipment ex- 
after June 30, 1953 


emption extended to prime contracts. 
Government acquisition clause elim- 
inated 


106(c)(2) 


Applies to amounts re- 
ceived or accrued after 
December 31, 1953 


Standard commercial articles placed 
in mandatory exemption class if con- 
tractor can qualify 


106(a)(8) 


SIGNIFICANCE TO CONTRACTORS 

The extension of the Renegotiation Act of 1951 to the end of 
1954 is of significance to defense contractors and their advisors 
in several ways. It means that Congress and the Administration 
are not convinced that the settling down of the defense-procure- 
ment program has eliminated the possibility of “excessive prof- 
its” from the manufacture of defense articles, notwithstanding 
tightened procurement procedures and stiffer competition for 
such business. 

In extending this type of profit-control legislation into the un- 
certain future there is indication that the principle of renegoti- 
ation of defense profits as an additional instrument of profit 
control has been accepted by the Government as being appropri- 
ate in peacetime. This in itself is a departure from the original 
concept. It very likely indicates an additional extension of the 
Act beyond 1954 should there be substantial monies being spent 
for defense procurement when Congress convenes again. Further, 
should renegotiation be allowed to expire at its extension date, 
it stands tailor-made for re-enactment at the first indication of 
possible war. 


WHAT THE AMENDMENTS MEAN 

In raising the renegotiable sales minimum from $250,000 to 
$500,000 for fiscal years ending on or after June 30, 1953, many 
of the smaller contractors are freed, at least temporarily, from 


C. RICHARD GUNZER is a practicing certified public ac- 
countant of New York and Stamford, Connecticut, specializ- 
ing in government contract work. He is co-author of “How 
to Handle Renegotiation,” “Plan Your Government Con- 
tracts for Profit,” and author of “Reasonable Executive Com- 
pensation in Defense Industries” as well as many articles. 
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the impact of renegotiation. This will likely bring about stiffer 
competition for defense business by the smaller companies. It 
will also discourage many others from going after business which 
will push their defense-sales volume over the $500,000 minimum. 


SYNTHETIC RUBBER 

The change concerning the exemption of designated types of 
contracts involving the manufacture and sale of synthetic rubber 
(effective retroactive to the enactment date of the Act—March 
23, 1951) is not of great consequence, as the Board had already 
exempted the sales of synthetic rubber being used for nondefense 
purposes.! The amendment provides that the Board’s determina- 
tion as to the accuracy of the contractor's method used in the 
segregation of sales between those for defense and those for non- 
defense purposes is final and not reviewable by the Tax Court or 
any other court or agency. 


STANDARD COMMERCIAL ARTICLES 

The change made by Congress in placing standard commercial 
articles in the mandatory exemption class is of tremendous sig- 
nificance to many defense contractors. Now, if a contractor can 
show to the satisfaction of the Board that his product meets the 
definition of a ‘standard commercial article” (Sec. 106(a) (8) 
of the Act), these sales are not renegotiable regardless of 
whether the product goes into defense channels. 

The saat 9 must prescribe by regulations the manner by which 
the contractor is to make application for approval of his claim 
to this exemption. The Board has six months from the date the 
contractor files the application for exemption, with the required 
data, within which to approve or deny this exemption. If the 
Board fails to do either within six months, the application is, in 
effect, automatically approved. The grounds for denial of the 
exemption of all or any part of the product-line applied for must 
be based upon a finding that competitive conditions affecting the 
sale of the article are such as will not reasonably prevent ex- 
cessive profits. 


1. The term “standard commercial article’’ means an article— 
which, in the normal course of business, is customarily main- 
tained in stock by the manufacturer or any dealer, distributor, 
or other commercial agency for the marketing of such ar- 
ticle; or 

. which is manufactured and sold by more than two persons 
for general civilian industrial or commercial use, or which 
is identical in every respect with an article so manufactured 
and sold; 

. the term “identical in every respect’’ means of the same kind, 
manufactured of the same or substitute materials, and having 
the same industrial or commercial use or uses, without neces- 
sarily being of identical specitications ; and 

. the term “persons” does not include any person under the 
control of, or controlling, or under common control with any 
person considered for the purposes of subparagraph (B) (2) 
of this paragraph. (Sec. 106.) 


The term “article’’ includes any material, part, component, 
assembly, machinery, equipment, or other personal property. 


*See amendment to RBR 1453.5(b) (19), Federal Register, Oct. 29, 
i953. f 








WHAT SHOULD BE DONE NOW 
TOWARD PREPARING FOR APPLICATION 

Undoubtedly the Board will release regulations in the near 
future covering application for the ‘‘standard commercial ar- 
ticle” exemption. 1n the meantime contractors and their advisors 
might well review the renegotiation files on settled or pense 


renegotiable years and see what has already been said about the 
product. Unfortunately, many of these files will reveal such 
statements as the product is ‘very special,” “only our company 
can make it,’ ‘there is a tremendous difference between our 
renegotiable product and our commercial line,” “we have no 
competitors,” etc.,—all previously designed to impress the re- 
negotiator with the risk involved, the difficulties of manufacture, 
efficiency, etc. All these statements might have been quite true. 
They do, however, present a problem in now arguing that the 
product is “identical in every material respect’’ with articles 
manufactured and sold by others. 

However, this exemption applies to amounts received or ac- 
crued after December 31, 1953, so what went on before may, or 
may not, have a fatal bearing on the argument now presented 
in applying for this exemption. Every conceivable angle should 
now be explored to determine to what degree the product can 
now meet the above definition of ‘standard commercial article.” 
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This effort will come in handy when actual application is made 
for the exemption of all or part of the sales from renegotiation. 


DURABLE PRODUCTIVE EQUIPMENT 

To contractors manufacturing and selling durable productive 
equipment to other defense contractors or to the Government, 
the new amendment is of great assistance. Formerly a prime con- 
tractor selling to che Government could not qualify for this par- 
tial mandatory exemption at all. Neither could a subcontractor 
who was selling to a prime contractor, or upper tier subcon- 
tractor, if the original contract gave the Government immediate 
or ultimate title to the productive equipment involved. 

This was known as the “government acquisition clause.’’ It 
has now been eliminated as a barrier with the result that both 
prime and subcontractors need only include in renegotiable 
sales the ratio which five bears to the useful life of the machinery, 
as indicated by Bulletin F of the Bureau of Internal Revenue 
(1942 edition). Thus only 25% of the sales of a machine hav- 
ing a useful life of 20 years need be included in renegotiable 
sales by either a prime or subcontractor. Long-life tools and other 
equipment are included in this exemption, too, unless the Board 
finds that they cannot be adapted, converted, or retooled for 
commercial use. 
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relatively trivial (from the point of view 
of the revenues) disputes between tax- 
payers and the Government, the House 
version provided that where the Commis- 
sioner’s determination deviated by less 
than 10% from the allowance claimed by 
the taxpayer, the taxpayer's deduction 
should not be disturbed. But this was elim- 
inated in the final enactment, partly be- 
cause it was believed that it might afford 
an inducement to revenue agents to de- 
velop wider deviations and partly because 
of a newly announced policy of the Inter- 
nal Revenue Service to handle the problem 
administratively. Provision is, however, 
made for agreements between the Secre- 
tary and taxpayers specifically dealing with 
the useful life and rate of depreciation of 
any property which shall be binding on 
both parties in the absence of facts and 
circumstances not taken into account in 
the adoption of the agreement. Responsi- 
bility for establishing the existence of any 
such facts and circumstances is placed on 
the party seeking to upset the agreement. 
In any event, no change is to be effective 
for any taxable year prior to that in which 
notice by registered mail is served by the 
party initiating the change. 


ACCOUNTING PERIODS AND METHODS 

One of the major tenets of present 
Bureau administration and of the philoso- 
phy underlying the revision of the internal 
revenue laws is that the rules of tax ac- 
counting should be brought more closely in 
line with sound accounting practice gener- 
ally. It is difficult to see why any disparity 


should have existed under prior law. At 
least one authority asserts that the intent 
was plain enough at the start, but was 
perverted over the years by lawyers. So 
another attempt to bring things into line 
is made, but, since bench and bar will 
still have a hand in administering the law, 
Bercu in reverse may be needed to keep 
them there. 

For the first time the 52-53-week year is 
recognized by statute. There have always 
been those who. feared that the uneasy 
status quo-on this subject might be upset, 
particularly since the Commissioner's con- 
cession was grudging—you could stay on 
it, but you couldn’t change to it. At the 
same time it seems a pity to clutter up 
the statute with an entire closely printed 
page on the subject. Overexactness can 
sometimes be a vice. 

As to accounting methods a consider- 
able number of changes from prior law 
are made. These deal principally with pre- 
paid income, reserves for estimated ex- 
penses, adjustments incident to changes in 
accounting methods, and the accrual and 
apportionment of real property taxes. 

Under prior law, a taxpayer, even on the 
accrual basis, who received prepaid in- 
come was required to include it in. gross 
income, whether or not he had yet earned 
it, as by the rendition of services, furnish- 
ing of goods, or allowance of the use of 
property. Nor was he allowed to offset the 
receipt by the estimated cost of later per- 
formance. The new Code permits the re- 
porting of such prepaid income to be de- 
ferred until earned, though it cannot be 
spread over a period in excess of six 
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years without the Commissioner’s consent, 
limited to cases where it is anticipated at 
the time of receipt that it will not be 
earned until after the lapse of six years. 

The other side of the coin has also come 
in for statutory treatment. For the first 
time reserves for estimated expenses are 
allowed for tax purposes. As in the case 
of prepaid income, the election must be 
~ or an entire trade or business and is 
available only to accrual taxpayers. An 
estimated expense must be a deduction 
allowable by the Code, part or all of which 
would ordinarily be taken into account for 
a subsequent taxable year, which is at- 
tributable to the income of the taxable 
year or a prior taxable year for which the 
taxpayer's election is in effect, and which 
the Secretary finds can be estimated with 
reasonable accuracy. If the reserve becomes 
excessive, the excess shall be brought into 
income. The Committee Report states that 
reserves for general contingencies, indefi- 
nite future losses, or for amounts in 
litigation are not covered, but that reserves 
for sales returns and allowances, freight 
allowances, quantity discounts, vacation 
pay, and certain liabilities for self-insured 
injury and damage claims are. Some con- 
cern has been expressed whether the re- 
quirement that the expenses must be at- 
tributable to the income of the current or 
prior taxable year will preclude reserves 
for casualty losses by self-insurers. It is ar- 
guable, however, that since premiums paid 
by taxpayers who cover themselves against 
such losses by insurance would be an- 
nual deductions, the necessary relationship 
exists. There should be no problem of 
estimatability by taxpayers with adequate 
experience. Finally, the question raised 
under the House version of whether a 
shift to the reserve system would cause the 
taxpayer to lose the benefit of current de- 
ductions attributable to prior years’ in- 
come, where the expenses involved would 
have been covered by the reserve had the 
switch been made (or permitted) earlier, 
has been put to rest. It is specifically pro- 
vided that such deductions will be allow- 
able as though the section had not been 
enacted. 

Another source of controversy and con- 
fusion under prior law has been eliminated 
by the new Code, v7z., the extent to which 
adjustments to avoid duplication or omis- 
sion of items of income or deduction shall 
be required upon a change in accounting 
methods. Under prior law as interpreted 
by the courts, the rule seems to have been 
that all adjustments required to prevent 
tax avoidance will be made if the tax- 
payer's change is voluntary, but not if it is 
involuntary. The new Code requires all 
adjustments either way to be made in all 
cases, whether the change is voluntary or 
involuntary, except where the adjustment 
relates to a taxable year to which the 
section does not apply, .e., prior to 1954. 
Apparently this exception applies whether 
the change is voluntary or involuntary— 

(Continued on page 474) 
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thus going beyond the alleged justification, 
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new installment method, whichever pro- 
duces the larger tax. 

The new Code permits accrual-basis 
taxpayers, if they so elect, to accrue real 
property taxes rateably over the period for 
which levied, instead of only in the year 
when the lien attaches. It also provides for 
proration between buyer and seller, con- 
trary to prior law. This rule of proration 
applies whether the taxpayer is on the 
cash basis or the accrual and whether or 
not the election to accrue rateably has been 
made. 


CORPORATE DISTRIBUTIONS 
AND ADJUSTMENTS 

Easily the hottest subject in the House 
Bill among tax lawyers was the area of 
corporate distributions, liquidations, and 
reorganizations. In a bold effort to revam 
the entire statutory structure in this field, 
the draftsmen of the House Bill had 
altered many concepts and stepped on 
many toes, with the result that taxpayer 
and practitioner protests threatened to en- 
gulf the Bill? The Senate therefore re- 
turned largely to the basic structure of ex- 
isting law. At the same time liberalizing 
changes were made in some areas and re- 
finements were incorporated for the pur- 
pose of checking certain abuses and elimi- 
nating uncertainties in application. 

The specific items of change as com- 
pared with existing law may be quickly 
summarized. They embrace the Court 
Holding Company, Kimbell-Diamond 
Milling Company, Chamberlin, and Gro- 
man and Bashford problems, spin-offs, 
partial liquidations, stock redemptions, in- 


(Continued on page 476) 





5440 So. Ashland Ave., Chicago 9, Ill. 


MACHINE BOOKKEEPING 
WITH A 
BALL POINT PEN 


PAYROLL 
e 
ACCOUNTS RECEIVABLE 
e 
ACCOUNTS PAYABLE 


See Our Exhibit . . . Space No. 35 











THE CONTROLLER * OCTOBER, 1954 








Save time now wasted 
in retyping, copying! 


In your own office, check the time spent in 
retyping for extra copies—time that could be 
spent on more important work .. . And you’ll 
understand why the Bambino can add hours 
to your office day. 

Little larger than a typewriter and electrically 
operated, this new Ozalid® machine copies 
a letter in less than a minute, for less than two 
cents. And turns out up to 200 copies per 
hour . . . of anything typed, written, printed 
or drawn on translucent paper as wide as 















nine inches, any length. 





THE BAMBINO makes extra copies cheap and 
plentiful. Reproduction is instantaneous 
on chemically coated Ozalid paper, film, 
or fabric, at high speed and low cost— 
without stencils, plates, inks or developing 
solutions. And delivers clear, dry copies. 

Economically priced at only $410, the 
Bambino will soon pay for itself even 
in the small office. 

Call the nearest Ozalid distributor 
(see phone book) for a demonstration. 
Or write for free brochure to 204 
Ozaway, Johnson City, New York. 


















OZALID—A Division of General Aniline & 
Film Corporation... From Research to Reality. 
In Canada, Hughes Owens Company, Ltd., Montreal. 











copying machine for the office 


The Internal Revenue Code of 1954 


(Continued from page 474) 


tercorporate distributions in kind, stock 
dividends, Section 112(b) (5)  transac- 
tions, treatment of securities as boot, 
avoidance of minus basis in certain as- 
sumption of liability cases, creeping con- 
trol in reorganizations, use of other than 
voting stock in certain solely-for-voting- 
stock cases, and preservation of carryovers 
after reorganizations. 


1. In order to avoid the artificial dis- 
tinctions and uncertainties involved in de- 
termining who sold corporate assets—the 
corporation or its shareholders—where 
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assets are distributed to shareholders in 
kind and are immediately sold by them, 
Section 337 of the new Code permits a li- 
quidating corporation to sell its assets 
without recognition of gain or loss. The 
sales must take place and the liquidation 
be completed within the 12 months fol- 
lowing adoption of the plan; sales of in- 
ventory must be in bulk; and the liquidat- 
ing corporation must not be a collapsible 
corporation or the liquidation tax-free so 
far as the corporation’s shareholders are 
concerned (except where it is really an 
asset-purchase case, as described below). 
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2. To some extent a counterpart of the 
tax-free-sales-in-liquidation provision, 
though regarded as a separate policy ques- 
tion, is the statutory acceptance of the 
Kimbell-Diamond rule. Under Section 
334(b) (2) of the new Code, if one cor- 
poration purchases 80% or more of the 
stock of another corporation and _there- 
after liquidates such corporation within a 
period off not more than two years, it can 
avoid the carryover basis generally ap- 
plicable to liquidations of subsidiaries and 
take a cost basis for the assets. However, 
since this indirect way of acquiring assets 
has in the past been motivated by the 
desire to avoid the double tax involved in a 
direct sale by the corporations whose as- 
sets were acquired, and since this double 
tax has been eliminated, as explained 
above, it may be that the Kimbell-Dia- 
mond technique, now that it has received 
statutory blessing, will be little used. 

3. All stock dividends, except where 
the shareholder has an option to take down 
money or property or where issued in 
payment of preference dividends for the 
current or first preceding year, are made 
nontaxable. This makes it all the more 
important to stop preferred stock bail-outs. 
The classic example is, of course, the 
Chamberlin case, involving a large divi- 
dend of preferred on common, which the 
shareholders had already arranged to sell 
to an insurance company from which the 
issuing corporation would redeem it over 
a relatively short period. The selling share- 
holders succeeded in getting capital gains 
treatment on the conversion of their pre- 
ferred stock dividend into cash, though it 
was obvious that the whole scheme was a 
device for taking down a cash dividend. 

The House Bill sought to meet this 
problem by imposing an 85% transfer 
tax on the issuing corporation if it re- 
deemed such stock within 10 years. This 
approach was immediately attacked for 
many reasons, not the least of which 
were that it reached the wrong person 
and that it validated rather than repu- 
diated Chamberlin, requiring only that 
the insurance company retain its invest- 
ment for 10 years. 

The Senate Bill and the new Code as 
finally enacted take the direct approach 
of going after the shareholder. A gen- 
eral rule is adopted of taxing as ordi- 
nary income the proceeds of the first sale 
(or redemption) of dividend preferred 
stock issued in the future. Various outs 
are provided, however. In general, the 
new treatment does not extend to cases 
where, under all the circumstances, the 
shareholder is in the same position as 
though he had parted with some or all 
of his common stock interest in a way 
which would have entitled him to capi- 
tal gains treatment. 

Section 306, the provision dealing 
with this subject, is highly technical and 
to some extent arbitrary. It will prob- 
ably be amended many times as experi- 
ence teaches. In the meanwhile, it must 
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be read closely against varying fact situ- 
ations, especially reorganization exchanges 
and distributions. Preferred stock re- 
ceived upon such an exchange or distribu- 
tion can be “Section 306 stock” if “the 
effect of the transaction was substantially 
the same as the receipt of a stock divi- 
dend.” 

4. At long last the Groman and Bash- 
ford problem has been cured. Under 
prior law the courts have held that if 
the X Corporation issues its stock for 
the assets of the Y Corporation, but has 
such assets conveyed to an old or newly 
organized subsidiary S, or itself makes 
such transfer as part of the plan, the 
transaction is not a reorganization. The 
reorganization provisions of the new 
Code specifically validate such a three- 
cornered deal. 

5. Stock redemptions are taxable at 
capital gains rather than dividend rates 
if, looked at from the shareholder's 
point of view, they are not the equiva- 
lent of a dividend, or if they represent 
a liquidation, in whole or in part, of the 
corporation. These two concepts were 
merged and indistinct under prior law. 
The new Code attempts to differentiate 
between them and to do some spelling 
out in each category. 

Stock redemptions, tested from the 
shareholder's point of view, are covered 
by Sections 302, 303, and 304, but only 
Section 302 is important conceptually. 
Section 303 deals with redemptions to 
pay death taxes and Section 304 with 
redemptions through use of related cor- 
porations. 

The House Bill eliminated any gen- 
eral test of dividend equivalence or non- 
equivalence and attempted to substitute 
a purely mechanical formula, but caught 
so many cases of redemptions of pre- 
ferred stock which ought not to have 
been covered that the section had to be 
considerably altered in the Senate. In 
this revision, which became the final 
version, the general test of nonequiva- 
lence to a dividend found in prior law 
was restored, but sinarienponea upon it 
are two mechanical tests either of which, 
if met, will qualify the shareholder for 
capital gains treatment without further 
argument. The first deals with dispro- 
portionate redemptions. Under this test 
if, after the redemption, the shareholder 
owns less than 50% of the voting stock 
of the corporation, and if, as a result of 
the redemption, the shareholder's per- 
centage of ownership of such stock and 
of the common stock (whether voting 
or nonvoting) of the corporation have 
each been reduced to a point where they 
constitute less than 80% of what they 
were before the redemption, the trans- 
action will be treated as a sale rather 
than the equivalent of a dividend. The 
second test places a shareholder in the 
clear if the redemption terminates his 
entire stock interest in the corporation. 


(Continued on. page 478) 
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In both cases the tests are applied against 
an elaborate background of constructive 
ownership rules, pursuant to which a 
shareholder is deemed to own any stock 
owned by certain members of his fam- 
ily, or, proportionally, by partnerships, 
estates, trusts, or corporations of which 
he is a member, beneficiary, or share- 
holder, and vice versa, or which he has 
an option to acquire. 

The only relaxation of this rule is 
where all the stock of the shareholder 
is redeemed. In such cases the family 
rule is specifically made inapplicable if, 
after the redemption, the former share- 


holder has absolutely no interest in the 
corporation (including an interest as an 
officer, director, or employe) other than 
as a creditor and he does not reacquire 
such an interest (other than stock ac- 
quired by bequest or inheritance) within 
a period of 10 years. 

We turn now to stock redemptions 
the tax effects of which upon the share- 
holder are to be tested from the corpo- 
ration’s point of view. No problem ex- 
ists if what takes place is a complete 
liquidation. Such transactions are al- 
ways treated as sales or exchanges. It is 
where less than all the assets are dis- 
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tributed that trouble arises. If the dis- 
tribution is a “partial liquidation” it 
will qualify for capital gains treatment; 
if a mere dividend equivalent, in the 
sense that it represents no more than 
a distribution of surplus, it will be taxed 
as a dividend. Where is the line to be 
drawn, remembering also that by partial 
liquidation is not meant a partial liqui- 
dation of the shareholder’s interest, but 
a partial liquidation of the corporation’s 
business ? 

The new Code attempts to answer 
this question in Section 346. The rela- 
tively easy part is found in Subsection 
(b). This covers the termination of one 
of several businesses. The contraction 
cases are the difficult ones. Here we have 
only the very general test of Section 
346(a) that the distribution is not es- 
sentially equivalent to a dividend, and 
is in redemption of part of the corpora- 
tion’s stock pursuant to a plan completed 
within not more than two taxable years. 

The dividend equivalence test in Sec- 
tion 346 is not the same as in Section 
302. In Section 302 it turns on the ques- 
tion of whether, from the standpoint 
of his interest in the business as a pro- 
prietor, the shareholder is in substan- 
tially the same position after the re- 
demption as before. In connection with 
Section 346 it is whether there has really 
been a distribution of earnings and 
profits as such or a lopping off of a seg- 
ment of the business. 

6. The treatment of corporate divi- 
sions, commonly referred to as spin-offs, 
split-offs, and split-ups, has been con- 
siderably revised. The new rules are 
broader than the old in some respects, 
narrower in others. The most A 
broadening lies in permitting the direct 
tax-free distribution of the stock of an 
existing 80%-owned subsidiary, and in 
recognizing non-pro-rata distributions, 
whereby one business can go to one 
group of shareholders and another to 
another. 

The most significant narrowing lies 
in raising from practical control to 80% 
control the amount of stock ownership 
required for a corporation to meet the 
active business test derivatively, 7.e., not 
by virtue of its own business but by 
virtue of running the business of a sub- 
sidiary whose policies it controls. As in 
the case of Section 346, dealing with 
partial liquidations, there is a require- 
ment that the business spun off and at 
least one of those (if any) retained must 
have been actively conducted for a period 
of five years. 

In apparent recognition of the fact 
that the spin-off problem is merely an 
aspect of the partial liquidation prob- 
lem, it is provided, contrary to the prac- 
tice under prior law, that the mere sale 
of eawall oF retained stock will not 
necessarily destroy the tax-free nature 
of the transaction by causing it to be 

(Continued on page 480) 
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NOW...COST-FREE DICTATIO 





WITH LIFETIME GUARANTEE 
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HIGH-FIDELITY TRANSCRIPTION 


Reproduces True Voice Tones 


The new Comptometer dictation-transcription 
machine sets a new standard in voice reproduction 
through the use of high-fidelity electronics. High 
fidelity has long been the ultimate in recording 
but bulky parts and equipment, previously nec- 
essary, discouraged its use for offices. Comptometer 
has overcome bulk and weight to achieve a new 
triumph in compact engineering. Utilizing mag- 
netic recording instead of needles or other cutting 
“ue tools eliminates scratches and clicks. In addition, 
J Comptometer’s high fidelity records within the 
voice range and effectively screens out most in- 
terfering office noises. Dual speakers (a confidential, or a conference- 
type loud speaker) playback with true fidelity. The result is a re- 
markable reproduction of the dictator’s voice to aid in transcribing. 
Secretaries, even beginner-typists, find they can more easily distin- 
guish difficult words or phrases. This new ease in transcribing means 
more efficiency and speed with resultant savings. 
*If ever damaged, Comptometer will repair or replace any Erase- 
‘** O-Matic Belt when returned to the factory along with 35c to cover 
postage and handling. 
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A high-fidelity machine that 
omy in office dictationand tra 


promises to bring new econ- 
nscription is being introduced 


to the nation’s businesses. Manufactured by Comptometer, 
long a prestige name in office equipment, this new machine features 
the Erase-O-Matic recording belt, which is guaranteed* for life 
against wear, tear, heat, cold or moisture. Unlike conventional dic- 
tating machines that rely upon costly expendable materials for their 


recording medium, Comptome- 
ter’s Erase-O-Matic belt is made 
from Mylar, an almost indestruc- 
tible material. Of greater interest 
than its durability is Erase-O- 
Matic’s ability to be re-used hun- 
dreds of times, eliminating the 
need for expensive replacement 
belts. This perpetual feature is 
based on the magnetic recording 
principle, used so effectively in 
radio and television. Old dictation 
can be entirely erased in seconds 
simply by holding the Comp- 
tometer Magnetic-Eraser bar 
against the belt. 


NOW ... ERROR FREE DICTATION 
Executives may now accomplish 
perfect dictation, without pauses, 
errors or corrections, because of 
Comptometer’s unique Erase-O- 
Matic feature. Instead of adding 
a correction, as in most machines, 
the dictator simply reverses to 
where the error was made and 
dictates the corrected words which 
automatically wipe-out the error 
as the new is recorded. 


Secretaries will welcome this flaw- 
less dictation, without usual in- 
structions and corrections which 
confuse and waste time. Trans- 
cription speed and efficiency are 
greatly increased, even for the 
beginner typist. In addition, this 
d of recording re- 
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DICTATE...EDIT 
TRANSCRIBE 
On One Machine 


The perfect 
machine for 
small offices 
and so con- 
venient for 
large com- 
panies . . . The Comptometer 
quickly converts from a dicta- 
tion to a transcription machine 
in seconds simply by plugging 
in an ear-set and the foot control. 
This 2-in-1 feature means more 
useful life. Traveling executives, 
especially, 
find this fea- 
ture conve- 
nient as pub- 
lic typists can 
be employed 
to transcribe reports or letters. 
Editing of dictated copy is sim- 
plified because errors are auto- 
matically erased as the executive 
dictates the corrected message. 
The result—error-free dictation. 


FREE 7-DAY TRIAL 
Prove to yourself how the new 
Comptometer saves as you en- 
joy error-free dictation. Ask also 
for illustrated descriptive folder. 
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branded as a device for distributing 
earnings and profits. With such difh- 
culty do old prejudices die, however, 
that this concession is accompanied by 
a limitation that the sale must not be 
pursuant to an arrangement negotiated 
or agreed to prior to the distribution— 
a wholly irrelevant consideration. What 
would be relevant would be to attach 
significance to the one respect in which 
a direct partial liquidation and a partial 
liquidation accomplished by way of 
spin-off might differ—placing nonbusi- 
ness assets in a position to be liquidated 
out at capital gains rates without wind- 
ing up the entire business. But, beyond 














© 


Is depreciation 


“anybody’s guess?” 


@ Depreciation is an 
important and measur- 
able element in deter- 
mining costs, profits, 
and taxes. Through 
property analyses and 
remaining life studies, 
the factor of variance 
in measuring deprecia- 
tion may be reduced 
to a narrow range. 
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this, the major emphasis in administer- 
ing the clause outlawing any spin-off 
transaction “used principally as a device 
for the distribution of the earnings and 
profits of the distributing corporation 
or the controlled corporation or both” 
should be on achieving correlation with 
Section 306, the bail-out provision, 
since under the new spin-off provision 
preferred as well as common stock of 
the controlled corporation may be dis- 
tributed tax free. 

7. The proportionate interest test in 
connection with the tax-free organiza- 
tion of controlled corporations, which 
was the largest single source of contro- 
versy under prior law, has been elimi- 
nated. Disproportionate consideration 
will be taxed for what it is—a gift, com- 
pensation, etc.—without invalidating 
the entire transaction. 

8. Property may continue to be trans- 
ferred for stock and securities tax free 
upon the organization of a controlled 
corporation (Section 351) or by a cor- 
porate transferor in a reorganization 
(Section 361). But at the shareholder 
level, in a reorganization or spin-off 
transaction, debt securities may be re- 
ceived tax free only to the extent an 
equal or greater principal amount of 
debt securities is surrendered in the ex- 
change. Thus, a shareholder may not 
convert any part of his stock interest 
into a creditor interest tax free, either 
upon a recapitalization or a reorganiza- 
tion or spin-off transaction involving 
more than one corporation. The fair 
market value of any excess of principal 
amount of securities received over prin- 
cipal amount surrendered is treated as 
boot. 

9. Under prior law an intercorporate 
dividend in kind was includible in in- 
come by the shareholder corporation at 
full fair market value, but the dividends 
received credit was limited to 85% of the 
basis of the property in the hands of the 
distributing corporation. Under the new 
Code the dividends received credit is the 
same, but the inclusion in income will 
not exceed the distributing corporation's 
basis if lower than fair market value. 
This avoids the injustice, present under 
prior law, of converting potential capi- 
tal gains into ordinary income and de- 
fers corporate tax on the unrealized ap- 
preciation until actually realized at the 
corporate level. 

10. Two important changes are made 
in what was formerly Section 112(g)- 
(1)(B) and (C)——Section 368(a) (1)- 
(B) and (C) of the new Code—dealing 
with certain reorganization acquisitions 
solely for voting stock. Under prior law 
an acquisition of at least 80% of the 
stock or substantially all the assets of 


another corporation solely for voting 
stock qualified as a reorganization. No 
other consideration was permitted. Un- 
der the new Code, where it is stock that 
is acquired, though only voting stock 
may be employed in the particular trans- 
action, it does not make any difference 
what percentage of stock of the other 
corporation is thus acquired, provided 
that after the transaction the acquiring 
corporation is in control of the corpora- 
tion whose stock is acquired. In other 
words, 70% may previously have been 
acquired for cash, but, if as much as 
10% is next acquired for voting stock, 
that acquisition and any subsequent ac- 
quisition for voting stock, no matter 
how small, will qualify. Where assets 
ate acquired, only 80% need be ac- 
quired for voting stock; up to 20% may 
be acquired for any other type of con- 
sideration. Of course, that part of the 
transaction may be taxable, but it will 
not destroy the remainder. 

11. Elaborate rules are spelled out 
dealing with the survival of some 19 
different items, such as carryovers, in- 
ventory and depreciation methods, etc., 
as between predecessor and successor 
corporations in certain types of corpo- 
rate acquisitions. There are also rules 
dealing with the loss of operating loss 
carryovers, in whole or in part, even 
though the taxpayer is technically the 
same corporation that incurred them, 
where the beneficial interests are sub- 
stantially different as between the loss 
year and the year of attempted appli- 
cation. 


MISCELLANEOUS ITEMS 

Many items, though of prime impor- 
tance, can be described briefly. For ex- 
ample, as everyone knows, the 52% 
corporate tax rate has been continued 
to April 1955. Also, corporations are 
put on a partial pay-as-you-go basis be- 
ginning with 1955—10% of the esti- 
mated tax for that year is required to 
be paid, half in September and half in 
December. Thereafter the prepaid por- 
tion increases by annual stages of 10 Lo 
centage points until 50% is reached in 
1959. Only corporations whose tax will 
exceed $100,000.00 are included, and 
even then only to the extent of the ex- 
cess. 

One change, appearing only to affect 
individuals, but which should also be 
of benefit to corporations, moves up 
from January 15 to January 31 the filing 
date of the final return which can take 
the place of the final declaration. This 
should relieve the. pressure put upon 
employers to furnish copies of the W-2 
forms by January 15. Oddly enough, if 
a final return is not filed by January 31, 
the final declaration date reverts to Jan- 
uary 15. 

There is also an attempt in the new 
Code to resolve some of the confusion 

(Continued on page 482) 
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Facts And Fiction About 
| NEW TAX LAW SAVINGS! 
* 
(This advertisement reprinted from the New York Times) 
ESPITE the emergency warnings you hear, there is no need 
to buy a complicated “‘digest’’ of the New Tax Law. The 
real opportunities are between the lines. 
bas 9 more Oe tae eo a egnenines should not be pressured into Some Questions and Answers 
uying a service designed for accountants—or vice versa. Hope- 
less, costly confusion will follow. . about the new 1954 Tax Law 
o show you how to “catch” hidden opportunities, the Re- 
search Institute will send you—immediately —a lucid guide to HOW IMPORTANT ARE 
the moves you can make now under the New Law. This guide THE MAJOR CHANGES TO 
will be geared to your own special needs ... easy to follow and MY TAX-SAVING PLANS? 
easy to apply. Here the emphasis is on interpretation — the As a means of increasing 
what-to-do and how-to-do-it of building net profits by saving spendable income, they are 
on taxes. enormously important! In 
In addition to RIA’s Tax Law Guide you are invited to accept fact, you’d need $25,000 in 
four free weeks—no obligation to continue—of an Institute Service sales to yield as much NET 
that will show you how to capitalize on all future tax rulings, PROFIT as a $600 saving in 
regulations and court decisions as they occur. taxes. This means that a 
Here is another suggestion that will help you make certain you dollar saved in TAXES is 
get the tax law guide that’s best FOR YOUR OWN NEEDS: worth more than 40 times 
Send for any tax guide that seems good and offers you free more than a dollar made in 
inspection. SALES! 
Include the most logical one of the RIA Guides below, the one 
that offers most promise of helping you. Match this choice THEN WHY IS SO MUCH 
against any tax guide you may order from any source. Keep EMPHASIS PLACED ON 
the best one; cancel the others. Right of rejection is gladly “PROTECTION” AGAINST 
te by all septate conserat, and you can invoke it in all THE NEW LAW? 
good faith, without embarrassment or apology. “ ” 
The Wa gpg bye send you ye ape _~ (* the following ap or gg A a Sos 
complete tax “Packages” on a keep or cancel basis. -savi i 
I. PERSONAL GUIDE TO THE NEW TAX LAW..)........... $2 oe ee 
II. COMPANY GUIDE TO THE NEW TAX LAW.................... $ 9 , 
III. PROFESSIONAL GUIDE TO THE NEW TAX LAW....$24 HOW IS THE INSTITUTE’S 
Here is exactly what you receive with each selection: APPROACH DIFFERENT 
I. FOR BUSINESSMEN ————————- _— names : 
$2 keep or cancel The Institute Ss unique func- 
(1) Businessman’s Guide to the New Tax Law. Shows, in 58 well- tion is to “interpret the law 
organized pages, exactly what moves you must make to “‘catch”’ the ze £0 explain and organize 
rewarding personal opportunities made possible by the New Law. it in useful form — the what- 
(2) Research Institute Recommendations — a free 4-week trial. to to-do and how-to-do-it of 
the Institute’s private cosigpengt report for eee bringing tax-saving. 
you new tax opportunities as they are created...and simple ways & * 
to figure the tax consequences of business transactions. wae. a Teer ven 
Il. FOR COMPANY EXECUTIVES TALK ABOUT? — 
$9 keep or cancel This is a copyrighted ap- 
i (1) and (2) same as “FOR BUSINESSMEN” plus... proach developed by the 
i (3) Company Guide to Preventive Tax Action. Shows how top Institute to bring to light the 
i executives can make every company operation “taxwise.”’ hidden opportunities in the 
(4) Complete Executive Membership Services—a free 4-week tax structure —you can only 
Membership in the Institute, bringing you the famous RIA Staff establish major savings in 
Reports, 2 each week, covering every area of business that contrib- the future by careful moves 
in the present. The Institute 


utes importantly to your net profit picture: selling, cost control, 
production, investments, and taxes. Moreover, you participate in 
the Institute’s private membership plan for the elimination of tax 
Over-payments — through every legal means allowed or implied. 


III. FOR PROFESSIONALS ———————- 
and Company Accounting Depts. RESEARCH INSTITUTE OF AMERICA 


$24 keep or cancel Dept.C-10, The Research Institute Bldg. 


(1) The 1954 Revenue Act Coordinator — In 864 pages, complete, 489 Fifth Avenue, New York 17, N. Y. 
definitive advisory and factual coverage for professional tax spe- Gentlemen: Please send us the tax ‘‘pack- 
cialists .. . objective analysis and interpretation, complete with age’’ checked below on your keep-or-cancel 
references, sources, cases and illustrations . . . as well as concrete basis. 

recommendations. Also includes verbatim law. 

(2) Honorary Professional Membership Service —4-week free trial 
to this indispensable bi-weekly advisory service for professionals. 
Covers new tax rulings, cases, precedents and their implications. 





plots these essential moves 
for you. 

























O For Businessmen, $2 

00 For Company Executives, $9 

O For Professionals, $24 
We understand that we will receive the serv- 
ices listed as ‘‘free’’ whether or not we keep 
the manuals. You will bill us after we have 
had ample time to study the service. (The 
Cost of RIA Services is fully tax deductible 








Please notice you pay no more than the price clearly indicated 
above —and this only if you keep the manuals. The parts described 












above as “free” are quite literally free; you can retain these what- for business use.) 

ever you decide about the other parts. | 

Simply mail the coupon today; your decision will be well rewarded. | WMDs ecrvscescesssseesersovcocnssencescose | 
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MANAGER 


SYSTEMS AND PROCEDURES 
DIVISION 


in the greater Newark industrial area 
seeks a highly competent manager for 
its systems and procedures division. Con- 
siderable experience in the installation 
and operation of accounting systems, 
methods and procedures within an in- 
dustrial organization is essential. Basic 
C.P.A. training together with more than 
normal appreciation of the functioning 
of electro-mechanical accounting ma- 
chines is required. Highly promising 
future. Age: 38-45. Salary: $12,000- 
$15,000. Please submit resume, giving 
age and present salary. 
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surrounding the treatment of meals and 
lodging furnished employes by their 
employers. Regardless of whether they 
may be intended as additional’ compen- 
sation, meals or lodging furnished to 
employes on the employer's, premises 
are to be excluded from gross income, 
provided they are so furnished for the 
convenience of the employer and, in the 
case of lodging, are also required to be 
accepted as a condition of employment. 
These rules relate only to meals and 
lodging furnished in kind. The treat- 
ment of cash allowances or reimburse- 
ments will continue to turn on whether 
they are really compensation. Thus, sup- 
per money to employes when working 
overtime will continue to be excludible, 
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contrary to fears expressed in some quar- 
ters as the Bill was on its way through 
Congress. 

The tax treatment of amounts re- 
ceived under health and accident plans 
is also spelled out. The general rule is 
laid down that, where paid by the em- 
ployer or attributable to contributions 
made by him, such amounts are taxable 
to the employe. But the exceptions are 
really the rule. With safeguards to pre- 
vent double benefits as a result of the 
deduction for medical expenses, all re- 
imbursements of such expenses are ex- 
cludible by the employe. There is like- 
wise a blanket exclusion of all amounts 
paid “for the permanent loss or loss of 
use of a member or function of the 
body, or the permanent disfigurement, 
of the taxpayer, his spouse, or a de- 
pendent.” 

Finally, amounts received under wage 
continuation plans are excluded to the 
extent they do not exceed a weekly rate 
of $100.00 after the first seven days. If 
the employe is absent because of injury 
rather than sickness, or, if when absent 
because of sickness, is hospitalized for 
at least one day, the exclusion applies 
to the first seven days as well. As noted 
at the start, the provision covers amounts 
received under health and accident 
plans. It is expected, however, that the 
word “plan” will be given a broad con- 
struction and will embrace a mere policy 
Or consistent, as opposed to merely er- 
ratic, practice. 

On the subject of consolidated re- 
turns, the 2% penalty tax has been lifted 
for regulated public utilities and the af- 
filiation test has been reduced from 
95% to 80% for all taxpayers. The new 
Code also removes the election to ex- 
clude foreign trade corporations from 
the consolidated return, thus correcting 
an oversight which dates back to 1945, 
when the Excess Profits Tax of World 
War II was repealed. And it has added 
provisions governing the allocation of 
the consolidated tax for earnings and 
profits purposes. But the attempt of the 
House Bill to write the consolidated re- 
turn regulations into the statute was 
abandoned and, for the time being at 
least, the matter is back in the Commis- 
sioner’s hands. 

Among other miscellaneous items are 
research and development expenses, 
organizational expenses, dealings in 
treasury stock, transferee waivers and 
correlative refund rights and various 
questions involving percentage deple- 
tion, to name only a few. At this early 
date perhaps the most appropriate note 
on which to end any discussion of the 
1954 Code is to hope that it will be ade- 
quately indexed. 
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LONG SHOTS & CLOSEUPS WITH THE CONTROLLER CAMERA 


Dallas, Texas 


TOP RIGHT 


Members of the Dallas Control of Con- 
trollers Institute gathered on August 25 to 
honor Lyman L. Dyer at a testimonial 
luncheon. Mr. Dyer retired on August 31 
as comptroller of Lone Star Gas Company, 
Dallas. He was a charter member and first 
president of the Dallas Control (1944-45) 
and subsequently served as a national di- 
rector and vice president of Controllers 
Institute and is currently serving as a mem- 
ber of the Advisory Council. 

Seated at the head of the table is Thomas 
M. Mott, vice president and controller, 
Republic National Life Insurance Co., 
Dallas, who is currently serving as presi- 
dent of the Dallas Control. Mr. Dyer is 
seated to the left in the picture. Inciden- 
tally, the 25th was Mr. Dyer’s birthday as 
well. 































CENTER RIGHT 


In addition to Mr. Dyer, seven of the 
original group of charter members of the 
Dallas Control were present at the testi- 
monial luncheon. Paul Haase, managing 
director of the Institute, who participated 
in the original organization meeting of the 
Dallas Control in February 1944, was pres- 
sent. The charter members in the photo- 
graph are: 

(Standing left to right) Henry S. 
Koepcke, partner, Koepcke and Koepcke, 
Dallas; Russell Middleton, vice president, 
Texas Textile Mills; Paul Haase; Elliott 
W. Atkinson, treasurer, Lion Oil Co., El 
Dorado; John Sicks, secretary, Mrs. Tuck- 
er’s Foods, Inc., Sherman. 

(Seated left to right) Ed C. Hands, con- 
troller, Ben E. Keith Company, Fort 
Worth; J. A. Goodson, trustee, Caroline 
Hunt Trust Estate, Dallas; Mr. Dyer; F. P. 
Marsh, secretary, Southwestern Drug 
Corp., Dallas. 



























LOWER RIGHT 


Past presidents of the Dallas Control 
photographed with Mr. Dyer (seated cen- 
ter) in addition to F. P. Marsh (president 
1945-46) (seated right) and Thomas M. 
Mott (president 1954-55) (seated left) 
are: (Standing left to right) Louis G. 
James, assistant comptroller, Lone Star 
Gas Company (president 1952-53) ; Felix 
H. Tucker, executive vice president, Conro 
Manufacturing Co. (president 1947-49) ; 
Ralph W. Rager, vice president, Oil Well a : 
Supply Division, U.S. Steel Corporation aa ail 
(president 1949-50); and Claiborne H. int 
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YOUR MARKETING 
COSTS CAN BE CUT! 


Marketing costs are notorious for get- 
ting out of hand. They need careful 
watching. Expenses swollen beyond nor- 
mal must be cut. But the big question 
has always been . . . WHERE? 

The answer can now be had by means 
of a NEW & ORIGINAL technique for 
allocating and controlling marketing 
costs and expenses for each product and 
for each class of customer. 


PROFIT ANALYSIS 


Distribution Costs, Working Papers 


by FREDERICK M. EISNER, 
B.C.S., LL.M., C.P.A. 


The FIRST book to explain modern 
Marketing Costs Accounting through 
clear, easy-to-follow text and profuse 
illustrations. 

The new technique in PROFIT 
ANALYSIS enables you to prepare 
statements studded with meaningful fig- 
ures. Weak points in yout marketing 
structure are pinpointed by mere inspec- 
tion of the data obtained. It is your key 
to day-by-day accurate control over every 
phase of business operation. 


$10 postpaid. 
10 day money-back guarantee. 


CHARLES EISNER 


Dept. C 
70 Linda Ave., White Plains, New York 


364 pages: 
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Annual Awards Banquet 








The Tenth Sponsored by 


FINANCIAL WORLD 


Will Be Held in the 
Grand Ballroom, Hotel Statler, New York 
Monday, October 25, 1954 


AWARDS NUMBER 


Winners of “Oscars of Industry” will be 
listed in the Annual Awards Number of 
FINANCIAL WORLD, dated October 27, 
1954, which also is distributed at the 
Awards Banquet on October 25th... . 
Advertising forms for this issue of prime 
interest to top executives will close Mon- 
day, October 18th. 


For v7eservations and information on the Awards 
Number, write: Weston Smith, Financial World, 
86 Trinity Place, New York 6, N. Y. 








REALISTIC DEPRECIATION POLICY* 
By George Terborgh 


s 
Reviewed by O. TOWNSEND MACMILLAN 
Vice President and Controller 
New York Telephone Company 
New York 

Few authors experience the satisfaction, 
which must be George Terborgh’s these 
days, of seeing bold new views which 
they have advanced, accepted and put into 
operation so promptly. His book, pub- 
lished in the spring of this year, espouses 
an important and far reaching change in 
the tax treatment for depreciation, which 
has already, in a matter of months, been 
written into the law of the land. 

Paradoxically, his realistic depreciation 
policy would probably have seemed less 
radical 20 or 30 years ago than at the 
time of its publication. A quarter century 
back, the concept of straight-line deprecia- 
tion was much less firmly built into our 
accounting and tax structure than it has 
since become. Mr. Terborgh attributes the 
w.despread growth in its use to the well 
remembered ‘‘tightening up’’ in deprecia- 
tion allowance for tax purposes under- 
taken by the Treasury Department in 1934. 

Much of the bulk of the text occupies 
itself with measurements of the magnitude 
of the difference between previously ac- 
cepted concepts of depreciation and the 
concepts espoused by the author. Such 
calculations, which have been undertaken 
for total business property in the United 
States, have required heroic assumptions, 
and we suspect, gargantuan calculations. 
They are made separately for “equipment” 
and for “plant’’ (structures) both with 
respect to present and past deficiencies and 
with respect to prospective future defi- 
ciencies of depreciation accruals under 
present methods. We shall do no more 
than illustrate their magnitude. 

The current annual deficiency by pres- 
ent methods is estimated at 6.8 billions of 
dollars, nearly 50% of the current ac- 
crual. The author holds that if his cal- 
culations are even approximately correct, 
business and government should be much 
concerned with unrecovered capital ero- 


* Published by Machinery and Allied Prod- 
ucts Institute, 120 South La Salle Street, Chi- 
cago 3, Illinois. $6.00. 


sion of such magnitude. While we have 
no disposition to challenge these measure- 
ments because they are conservatively pre- 
mised, and technically sophisticated, they 
nevertheless do not, in the judgment of 
this reviewer, comprise the significant 
contribution of the publication, except as 
they may have advanced the “‘sale’”’ of its 
concepts, 

Mr. Terborgh has done a brilliant job 
of challenging existing philosophy as to 
depreciation and of developing and sup- 
porting a new point of view. There are 
two aspects to his challenge. The first is 
that straight-line depreciation as it has 
most commonly been “pe fails to make 
a proper distribution of charges over the 
life of the property being consumed. In 
fact the major premise of the study is that 
straight-line depreciation typically under- 
states capital consumption in early years 
and overstates it in later years. This failure 
of straight-line depreciation to produce a 
correct result is itself due to two causes. 

The first error stems from the manner 
in which average lives are used in devel- 
oping depreciation rates. It may, perhaps 
best be grasped through a simple illustra- 
tion. Let us assume the existence of a 
property group consisting of two items 
each having a cost of $10,000. The esti- 
mated average life of these items is ten 
years but one will be retired at the end of 
five years and the other at the end of 15. 
Mr. Terborgh insists, and who can say 
him nay, that the correctly computed de- 
preciation during each of the first five 
years is $2,667 ($2,000 on the five-year 
asset and $667 on the 15-year asset) and 
$667 per year for the last ten years. How- 
ever, using the 10% rate developed from 
the ten year average life (no salvage), 
depreciation would be accrued at the rate 
of $2,000 during each of the first five 
years (10% on $20,000) and at the rate 
of $1,000 during the last ten years (10% 
on $10,000). 

The author holds and demonstrates that 
the use of the group method with any 
group containing assets involving any 
dispersion whatever, from average life, 
produces a built-in bias which, in compari- 
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son with “‘correctly computed deprecia- 
tion,” understates the accrual during the 
earlier years of the life of the group and 
overstates it during the later years. It is 
conceded that, given a “group” contain- 
ing a representative composition of assets 
of all elapsed ages and all expected total 
lives, the current year’s accrual will not be 
misstated through the use of average 
lives. It is nevertheless true that the ac- 
cumulated depreciation will always be 
understated and that the net property bal- 
ance will always be overstated. Further, be- 
cause of the predominance of young assets 
in a growing economy like ours, there is a 
continuing understatement even of current 
accruals, 

The second error which Mr. Terborgh 
finds in the pattern of depreciation charges 
produced under conventionally applied 
straight-line accounting, develops from his 
conviction that depreciation does not occur 
in equal segments over the life of the 
property. He undertakes to support this 
view with both theoretical and empirical 
evidence. For theoretical evidence, he 
offers his concept of a piece of depreciable 
property as a reservoir containing a store 
of future service values—for example, a 
machine which will produce 1,000 units 
per year for a ten-year period. 

He argues that the capital value of the 
asset is the present worth of these service 
values. The service values decline (per 
unit) as the age of the asset advances, 
principally because of rising maintenance 
costs and the growing likelihood of the 
availability of preferable alternatives (pre- 
sumably due to advancing technology). 
On this premise, it follows that the decline 
in value of a capital asset is relatively 
greater during the earlier years of its life 
than during its later years. 

If, as the author holds, the pattern of 
depreciation charges should follow the 
pattern of value loss, depreciation charges 
should be heavier, as a per cent of asset 
cost, in the early years of its life than the 
later. The word ‘‘pattern’’ is stressed here 
because the author quite properly is seek- 
ing just that—not a distribution of charges 
which follows the value loss of the particu- 
lar asset being depreciated. The question 
is, is the pattern a straight-line? If not, 
how far, and in what manner does it de- 
part ? 

The basic premise on which this section 
of Mr. Terborgh’s study is based carries 
considerable appeal by virtue of its logic, 
and the persuasiveness with which the 
argument is made. However, when it 
comes to measuring the rate in the decline 
of service values, resort must be made to 
assumption. Obviously, the end result is 
no better than the assumption, and there 
appears to be no way of checking or test- 
ing the assumption. The inferred conclu- 
sion of the author is that the probable loss 
of value in the first third of life is about 
one-half for equipment and 45% for 
buildings and structures, while in the first 
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half of life it is around 70% and 65% re- 
spectively. 

The theoretical evidence as to the de- 
preciation pattern is followed with em- 
pirical evidence, the gist of which is to 
demonstrate statistically, what most of us 
would accept, that machinery declines in 
value (as evidenced by resale prices) more 
rapidly in the early years of its life than 
in the later years. The pattern of decline is 
substantially the same as that developed 
from a consideration of the theoretical evi- 
dence. 

We have thus far discussed what Mr. 
Terborgh finds wrong with the current ap- 
plication of straight-line, average-life de- 
preciation. Aside from what may be 
wrong with its pattern, it undertakes, of 
course, to recover only the dollar cost of 
the property. 

During and following a period of ex- 
treme, and presumably built-in, change in 
the price level (roughly 100% since 
1940), is such recovery adequate? ‘'Real- 
istic Depreciation Policy” concludes that it 
is not. True cost recovery must contem- 
plate maintenance of the purchasing power 
of the investment, in some terms. It is 
relatively unimportant whether we meas- 
ure that maintenance in terms of, for ex- 
ample, consumer goods, or capital goods; 
the important thing is that we maintain 
purchasing power by some reasonable 
standard. 

Further, the purchasing power to be 
maintained is measured at the time of its 
recovery, not at the time of replacement. 
Thus, if prices rise steadily over the ten- 
year life of a machine, the dollars to be 
recovered through depreciation in the 
sixth year, for example, of life, are a 
function of the price rise to that point. 
What happens to the price level after the 
recovery of the fraction of investment ap- 
propriate to the sixth year’s consumption, 
is not properly an element of capital re- 
covery. Clearly, in this concept, replace- 
ment cost of the capital asset at the time 
of its retirement is not a proper measure. 

Having developed his theme, Mr. Ter- 
borgh turns to practical methods by which 
his objectives may be achieved. With re- 
spect to the incorrect depreciation pattern, 
resulting from the use of average-life 
straight-line procedures, he finds that a 
double-rate declining-balance method pro- 
duces a result which closely approximates 
his objective and accordingly, recommends 
its adoption. It is to be noted that this 
method is not proposed because of any 
merit of its own, but merely because it 
closely approximates results for which the 
author has already developed extensive 
support. 

Mr. Terborgh proposes further that if 
the adoption of his suggestion in its en- 
tirety would impose an immediate tax 
loss thought to be unsupportable, some 
device be used to permit the modifica- 
tion to be worked gradually into the ac- 
counting and tax structure. One of his 
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| proposals is the device actually adopted 
| by the Congress of permitting the change 
| only with respect to plant built after a cer- 
tain date. 

Correction of the failure to sustain, 
through depreciation, the purchasing 
| power of capital consumed is given sec- 
ond billing. Mr. Terborgh proposes that 
it be accomplished by the official adop- 
tion of a set of multipliers to be applied 
to the cost of property, by year of origin, 
and that depreciation thereafter be com- 
puted on the resulting current dollar base. 
He urged, however, that if both of his re- 
forms could not be adopted preference be 
given to the former. 

It is argued that for the long run such 
tax losses as would be experienced by 
adoption of the views expressed would be 
more than offset by tax gains resulting 
from the greater taxable income afforded 


| by the increased productive capacity stem- 


ming from the capital generation which 
this tax saving would make possible. 
The study, and its publication have al- 





| ready proven successful. Tax law has been 
modified almost precisely in the manner 
| advocated. It might therefore be held 


that comment at this stage is academic. 


| Nevertheless, to the student of the subject 
| one or two observations may have interest: 


| 1. The conclusions of the study emerge 


from a long chain of reasoning, con- 
taining a great many links. The effec- 
tiveness of each link is dependent on 
all the links which have preceded it. 
Where so many of the links represent 
new concepts or new variations of con- 
cepts which have not yet been sub- 
jected to the test of time, the instinc- 
tive conservatism of the controller bids 
him maintain a certain reservation— 
an attitude of waiting to see whether 
any flaws develop. 

. It is clear throughout that Mr. Ter- 
borgh is urging the adoption of his re- 
forms both in the determination of de- 
preciation charges to be booked in the 
accounts and in the calculation of tax- 
able income. He fails, however, to deal 
with the problems which would be gen- 
erated by accruing depreciation on a 
blown-up base while presumably con- 
tinuing to carry the asset in terms of its 
nominal dollars of cost. Upon retire- 
ment, what happens to the larger num- 
ber to dollars which have been ac- 
cumulated in the reserve than is charged 
off against the reserve ? 


It would be most inappropriate to con- 
clude this description and appraisal on a 


| note which may sound captious. Mr. Ter- 


borgh has done a masterly job, thought- 
fully conceived, and tellingly presented. 
He has probably done more thinking in 
this area than any other equally able man 
in the country. That factor, in combina- 
tion with his master craftsmanship in the 
use of available data, and the incisiveness 
of his writing, commands respect for any- 
thing he has to say on his subject. 
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This book is concerned with the role of 
businessmen in an economy of free enter- 
prise. Its purpose is to explore the impli- 
cations of the much-discussed “concept of 
social responsibility” as applied to busi- 
nessmen. It proceeds from the assumption 
that several hundred large business firms 
are vital centers of power, and decisions 
and actions of these firms touch the lives 
of the American people at many points. 

The basic questions considered in the 
book are: What responsibilities to soci- 
ety may businessmen reasonably be ex- 
pected to assume? What tangible benefits 
might result if the concern of many busi- 
nessmen about the social implications of 
their work were spread widely throughout 
the business structure? What steps might 
be taken, practically, to give greater eftect 
to the broader social aspects of business de- 
cisions? What are other basic ethical is- 
sues facing American businessmen today ? 

Such specific suggestions and proposals 
as are pe ane in the book are to be re- 
garded as tentative. They are presented 
not in the spirit of definite prescriptions 
but as appropriate subjects for discussion 
and further explorations. The author at- 
tempts to interpret the problems of busi- 
nessmen realistically, and to consider their 
social responsibilities in terms of the prac- 
tical and the attainable. 
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THAT HE WHO RUNS MAY READ - -. - Con- 
trollership Foundation has published 
(with the publisher’s permission) a digest 
of Mr. Bowen's book. Available at 75¢ per 


copy. 
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Tulane Tax Institute 


The Fourth Annual Tulane Tax Insti- 
tute will be held November 17-19 at the 
St. Charles Hotel in New Orleans. The 
New Orleans Control of Controllers In- 
stitute is cooperating in the sponsorship. 

The opening session, scheduled for 
Wednesday morning, will be climaxed by 
an address by David Boyd Chase, attorney, 
J. K. Lasser & Co., New York, whose 
topic will be “A Review of 1954 Federal 
Income Tax Developments, Other Than 
the Revenue Revision Bill of 1954.” 

At luncheon Dr. Stanley S. Surrey, pro- 
fessor of Law, Harvard University, will 
discuss the “Underlying Philosophy of 
the United States Tax Structure.’ 

The afternoon session will discuss 
changes in tax planning necessitated by 
the Revenue Bill of 1954 from the part- 
nership, individual, estate and procedural 
and cdaieliatine standpoint. The speak- 
ers respectively will be Allan F. Ayers, 
Jr., Edward First, René A. Wormser, at- 
torneys of New York, and Leonard Raum, 
attorney of Washington, D. C. 

The morning session, November 18, 
covers the alterations of the corporate 
structure under the Revenue Revision Bill 
of 1954, Speakers and topics are: 

Merle H. Miller, attorney, Indianapolis, 
Ind., ‘Divisions’; William J. Casey, at- 
torney, New York, N. Y., ‘Recapitaliza- 
tions’; Martin Atlas, attorney, Washing- 
ton, D. C., “Dispositions.” 

Honorable Daniel A. Taylor, chief 
counsel, U. S. Treasury Department, 
Washington, D. C., will discuss “Practical 
Aspects of Tax Enforcement and Collec- 
tion’’ at the luncheon. 

The afternoon sessions on November 

18 will consider the creation and use of 
special structures for tax purposes. Mil- 
ton Young, attorney of New York City, 
will discuss the tax aspects of ‘Foreign 
Branches and Affiliates.” Since small busi- 
nesses are becoming increasingly inter- 
ested in qualified pension and profit-shar- 
ing plans, that phase will be handled 
comprehensively by Emanuel L. Gordon, 
attorney of New York City, whose paper 
is titled, ‘Pension and _ Profit-Sharing 
Plans for Medium and Small Businesses.” 
Carbery O'Shea, attorney of New York 
City, will deliver a paper on “Foundations 
for Individual or Corporate Purposes,’ 
and the day's session will close with a 
discussion by Dr. Eugene A. Nabors of 
Tulane University, on ‘Louisiana Trusts 


as Business Operating Devices.” 

The morning session of the last day of 
the Conference will cover some of the 
problems of the oil and gas industry. The 
speakers and topics follow: 

John B. Hussey, attorney of Shreveport, 
Louisiana, ‘“The Joint Working Interest— 
Partnership, Co- ownership, or Association 
Taxable as a Corporation?’; James T. 
Williams II, attorney, Fort Worth, Texas, 
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“Tax Savings in Sales and Purchases of 
Oil Interests.” 

The final afternoon session on Novem- 
ber 19 will consider ‘Real Estate Financ- 
ing—Bootstrap, Sale and Leaseback, etc.’ 
by Bruce H. Greenfield, attorney of Phila- 
delphia, Pa.; “Compensation to Employes 
and Their Beneficiaries—Income and Es- 
tate Tax Consequences” by David Beck, 
attorney of Newark, New Jersey ; “Major 
Problems in Tax Planning Arising from 
Differences Between Louisiana and Fed- 
eral Income Tax Law” by Bernard S. 
Jacobs, C.P.A., New Orleans, Louisiana ; 
and ‘Limitations on the Use of the Net 
Worth Method in Fraud Cases’’ by E. D. 
Doyle, attorney, Columbus, Ohio. 

The registration fee is $35.00 and en- 
titles the registrant to attend all sessions 
of the Institute except the luncheons for 
which a charge of $2.50 per person (in- 
cluding gratuity) will be made. All checks 
should be made payable to Tulane Tax 
Institute and mailed to Tulane Tax Insti- 
tute, Tulane University, New Orleans 18, 
Louisiana. Hotel reservations should be 
made direct with the St. Charles Hotel; 
in corresponding mention the Tulane Tax 
Institute to assure reservations. 


Named SEC Executive Director 
John V. Bowser, CPA, has been ap- 
pointed to the new post of executive di- 
rector of the Se- 
curities and Ex- 
change Commis- 
sion. The post 
had been created 
to coordinate the 
activities of the 
Commission’s 
various divisions 
and regional of- 
fices and to in- 
stall more eff- 
cient operating 
procedures. 

Mr. Bowser is a member of the Ameri- 
can Institute of Accountants, Pennsylvania 
Institute of CPAs, and Controllers Insti- 
tute of America. He has been a vice presi- 
dent and controller of Westinghouse Air 
Brake Co., Union Switch & Signal Com- 
pany, and Westinghouse Pacific Coast 
Brake Company. 
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| Computation Laboratory 


Created jointly by industry and Wayne 
University in Detroit, The Computation 
Laboratory has a unitized digital elec- 
tronic computer (UDEC) which provides 
the opportunity for industry to avail it- 
self of the new technology in solving 


| problems. Training of business person- 


nel in the techniques of electronic com- 
putation is also available through formal 
credit courses, workshops, and special 
lectures. Controllership Foundation’s re- 
cently issued study ‘Business Applications 


of Electronic Machines: An Annotated 


Bibliography” contains a listing of sem- 
inars, conferences and courses of instruc- 
tion to be offered during 1954-55 on busi- 
ness applications of electronic machines 
and related problems and also lists the 
make, type and location of electronic ma- 
chines now installed and in operation for 
business use. The basic reading list in this 
annotated bibliography will be of interest 
to all businessmen. 


This Electronic World 

Remington Rand Inc. plans to in- 
crease production of UNIVAC (Uni- 
versal Automatic Computer) to four a 
month. This large pradeiing figure for 
the relatively expensive ($1 million) 
computer is apparently due to the num- 
ber of actual and anticipated orders 
from firms who have completed their 
studies as to whether electronic “brains” 
can help them and are now looking for 
the proper type of equipment. 


Cost of Fringe Benefits 

Final reports from 940 companies re- 
veal that fringe benefit costs—employer 
payments for Social Security, pensions, 
vacations, etc.—amounted to $720 per 
employe during 1953, according to a 
recently completed survey by the U. S. 
Chamber of Commerce. The figure was 
$76 higher than that obtained in the 
1951 survey. 

Over 97% of the companies reported 
payments for employe insurance pro- 
grams averaging 1.8% of pay roll, while 
81% of the companies reported pension 
payments averaging 4.7% of the pay 
roll. Fringe payments varied widely 
among the reporting companies, rang- 
ing from less than 5% to more than 


55% of the pay roll. Average payment 
was 19.2% of the pay roll or 34.6¢ per 
pay-roll hour. 


Common Stocks for 
Pension Programs 

Common stocks are becoming an in- 
creasingly important investment me- 
dium in pension plans to compensate 
for increases in the cost of living. Na- 
tional Airlines has recently announced 
a revised pension plan that provides for 
common stock and goes further in this 
direction than have previous programs 
tied to equities. 

The College Retirement Equity Fund, 
one of the first to provide a variable 
annuity based on common stock invest- 
ments, has reported increasing interest 
among educators in this method of ob- 
taining stability of purchasing power 
in retirement. Assets of the Fund passed 
the $10 million mark on June 30, the 
end of the second year of operation, 
compared with $2.8 million on its first 
anniversary. Fund participants in the 
Teachers Insurance and Annuity Asso- 
ciation now total 16,288 college staff 
members. The July issue of THE Con- 
TROLLER C4rried an article entitled ‘““New- 
Way Pensions” by Claiborne H. John- 
son, which gives detailed information 
on a plan for using common stocks in 
a pension program. 


Income and Expenditures 
for U. S. Cities 

During fiscal 1953, the 481 U. S. cities 
with populations of over 25,000 col- 
lected $3.77 billion in taxes, a new high. 
Expenditures of these cities rose to a 
new high of $5.65 billion. Part of the 
deficit was made up by borrowing $1.2 
billion which brings total indebtedness 
of these cities up to $11.3 billion. The 
tax revenue of $3.7 billion was broken 
down as follows: 


$2.76 billion 


.. $0.624 billion 
$0.378 billion 


Property Taxes 
Sales, Use and Selective Excise .. 


License 


The four biggest expenditure items, 
in order, were education, provision and 
maintenance of highway facilities, police 
protection and sanitation. 
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(Continued from page 465) 


These errors were satisfactorily established 
in cross examination of the Army auditors 
and the amount involved was allowed. 


POST-PRODUCTION COSTS—$18,235.71 


These costs were incurred in two pe- 
riods following the completion of the con- 
tract, beginning with June 30, 1949 and 
ending November 30, 1949, and Decem- 
ber 1, 1949 to March 31, 1950, and largely 
represented the expense of dismantling 
government facilities. 

Although these costs were submitted 
promptly after the conclusion of the re- 
spective periods in which incurred, they 
were disallowed by the contracting officer 
for two reasons: (1) they were not sub- 
mitted within 60 days after the completion 
of the contract, as provided for in the 
price revision clause, and were therefore 
not audited; and (2) reimbursement for 
the costs of dismantling government fa- 
cilities was not authorized under the con- 
tract, and as a matter of fact appeared to 
be specifically disallowable under Modifi- 
cation ‘“B” thereof. 

In respect to the Government's first ob- 
jection, the Board stated that had a nego- 
tiated price been finally fixed prior to the 
contractor's submission of these additional 
costs, it might have been without authority 
to reopen the negotiations to include them. 
However, since a definite price had not 
been established, the Board ruled that no 
good reasons existed why actual costs even 
though incurred more than 60 days after 
the final shipment should not be consid- 
ered. It did not recognize the provisions 
of the price revision article as preventing 
the later submission of costs to the cost 
statement. 

As to the Government's contention that 
Modification “B” to the contract appeared 
to subsequently bar the reimbursement of 
dismantling costs, the Board admitted as 
evidence certain contentions of the con- 
tractor and letters thereto from the Gov- 
ernment that the contractual prohibition 
against the payment of dismantling costs 
was contrary to the intention of the parties. 

The contracting officer had further writ- 
ten that he had not intended to foreclose 
the recovery of such costs, that such costs 
had not apparently been considered, and 
if they had, provision for reimbursement 
should have been effected. Having thus 
established that the contractual prohibition 
against the recovery of dismantling costs 
was opposed to the mutual intention of 
both parties, the Board disregarded such 
provisions. 

It further concluded the testimony in- 
dicated that these costs were incurred in 
connection with the contract, and had been 
recorded in the records of the company in 
accordance with generally accepted ac- 
counting principles. The entire amount of 
$18,235.71 was reinstated by the Board. 


Price Redetermination in Defense Contracts 





MISCELLANEOUS—$1,713.63 

Miscellaneous disallowances by the 
Government and disputed by the contrac- 
tor were found to be as follows: 


Entertainment expense $ 264.28 
Pay roll taxes and insurance 166.95 
Trucking supplies 54.08 
SUBTOTAL $ 485.31 
Overhead on labor installing govern- 
ment-furnished machinery 575.11 
Amount not sustained or supported by 
contractor 653.21 
TOTAL $1,713.63 


Entertainment expense in the amount 
of $264.28 was disallowed by the Gov- 
ernment because such charges are inad- 
missable under Armed Services Procure- 
ment Regulations, Section XV and because 
vouchers supporting the charges were not 
available at the time of the audit. The 
vouchers were later found and produced 
and the Board held this cost allowable. 
Armed Services Procurement Regulations, 
Section XV, was held to be applicable 
solely to cost reimbursement type contracts 
and not binding to price revision of fixed- 
price contracts. 








Pay roll taxes and insurance totaling 
$166.95 related to labor incurred on plant 
rearrangement, as discussed previously, 
was reinstated by the Board. In view of 
the allowance of the labor charges, the 
applicable tax and insurance became nec- 
essarily applicable charges. 

Trucking charges in the amount of 
$54.08 was found to have been disallowed 
in error and the Board ruled that this 
charge should be reinstated, resulting in 
an aggregate of $485.31 of miscellaneous 
disallowances reinstated by the Board. 

The overhead listed in the aforegoing 
schedule ($575.11) was disallowed for 
the reason that it was specifically in con- 
tradiction to Modification “B’’ of the con- 
tract which stated that no overhead was 
to be allowed on installation labor. The 
disallowance of this item was sustained 
by the Board. The balance of $653.21 was 
sustained as a disallowance, the contractor 
having failed to produce any support for 
its reimbursement. 


PROFIT—$81,518.55 
The contractor’s submitted statement 
showed costs in the amount of 
$1,368,021.84 and a proposed profit of 
$237,518.55, representing a contemplated 
profit in excess of 17% of actual cost. The 
(Continued on. page 496) 


Controllers Business Show Opens October 10 in Chicago 


The business exhibits, staged at the 
23rd Annual National Conference of 
Controllers Institute of America, being 
held at the Edgewater Beach Hotel, Chi- 
cago, from October 10 to 13 will be open 
to visitors on Sunday, the 10th and will 
be on view throughout the entire Con- 
ference from 9 A.M. to 6 P.M. daily. 
Tuesday afternoon, October 12 has been 
reserved specifically for members to visit 
the business show with members of their 
firms in the Chicago area. 

The exhibits will be in both the East 
and West Lounge of the Edgewater 
Beach Hotel. The special Business Show 
Committee, under the chairmanship of 
T. G. Redman, comptroller, Swift & Co., 
Chicago, will be in charge of this phase 
of the Annual National Conference ac- 
tivities. 

Exhibitors in the 29 booths include: 
ADDRESSOGRAPH-MULTIGRAPH CORPORA- 

TION 
BURROUGHS CORPORATION 
BUSINESS EFFICIENCY AIDs 
COPEASE CORPORATION 
DICTAPHONE CORPORATION 
DICTATING AND RECORDING COMPANY 
Ditto, INCORPORATED 
DoMoRrE POSTURE CHAIRS 
FELT AND TARRANT MANUFACTURING 

COMPANY 


FRIDEN CALCULATING MACHINE COM- 
PANY, INCORPORATED 

Gray AUDOGRAPH COMPANY 

HALoOID COMPANY 

INTERNATIONAL 
CORPORATION 

KLEINSCHMIDT LABORATORIES, INCORPO- 
RATED 

LUMBERMENS MUTUAL CASUALTY COM- 
PANY 

McBEE COMPANY, DIVISION OF ROYAI 
McBEE CORPORATION 

MARCHANT CALCULATORS, INCORPO- 


RATED 


BuSINESS MACHINES 


MINNEAPOLIS-HONEYWELL REGULATOR 
COMPANY 

NATIONAL CASH REGISTER COMPANY, 
THE 


OLIVETTI SALES CORPORATION 

PHOTOSTAT CORPORATION 

PLus COMPUTING MACHINES, INCORPO- 
RATED 

RECORD FILES, INCORPORATED 

RECORDAK CORPORATION 

RECORDING AND STATISTICAL CORPORA- 
TION 

SPEEDOGRAPH, INCORPORATED 

STANDARD REGISTER COMPANY 

STATISTICAL TABULATING COMPANY 

UNDERWOOD CORPORATION 

Victor ADDING MACHINE COMPANY 
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DO YOU “Tear Your Hair” 
OVER Paper Work ? 








Is paper-work leading you to ulcers? 
Are you spending too much time on 
forms? Have you too many clerks? 
Too many reports to get out? Too 
large a payroll? 


Prescription: 


If these symptoms are evident in 
your business, we believe we can 
help. The KNOX PLAN, a time- 
tested, proved program for paper- 
work control, can be tailored to your 
particular business—and its cost 
quickly amortized through savings. 


Suggestion: 


Why not fill-in and get these free 
booklets—no obligation, of course. 
Then, if you’re interested, a con- 
sultation can be arranged at your 
convenience, 


FRANK M. KNOX Co. 


Incorporated 


Consultants to Business for 
Over a Decade 


Frank M. Knox Co., Inc. 
1009 Rockwell Avenue 
Cleveland 14, Ohio 


We are interested in the KNOX PLAN to reduce 
our paper-work. Please send the literature 
checked. 


( ) “Your Paper-work Problem” 


( ) “The KNOX Functional Index” 





Members of the Controllers Institute are identified in the follow- 
ing items by certificate number and year of election in parentheses. 


TOP MEN... 

Clarence E. Elderkin (#2285-1942), executive 
vice president and treasurer, Consolidated Engi- 
neering Company, Inc., Baltimore, Md., is now 
president of the company which he has served 
for a total of 40 years. A member of the Board 
of Directors since 1922, Mr. Elderkin pro- 
gressed from office manager through the posts 
of assistant secretary, secretary-treasurer, execu- 
tive vice president and treasurer, to his present 
title. He succeeds John A. Stalfort, who died on 
July 13.... £. F. Campbell (#1379-1939), 
controller and assistant secretary, Consumers 
Hardware & Supply Company, Dayton, Ohio, 
is now president and treasurer. . . . Harold 
Malesardi has been appointed president of the 
Citizens Northern Valley National Bank of 


MR. CAMPBELL 


Englewood, N. J. He was formerly assistant 
comptroller, Guaranty Trust Company of New 
York. . .. Leonard O. Zick (#4729-1949), 
president, C. M. Hall Lamp Co., Detroit, Mich., 
is now president and treasurer of Allen Electric 
& Equipment Company, Kalamazoo, Mich. . . . 
Rodney S. Durkee (#26-1931), president, Lane- 
Wells Company, Los Angeles, Calif., has been 
named chairman of the Board and John J. 
Neale, assistant to the president for the past 
year, was named president. 


NEW CONNECTIONS... 

Allen H. Ottman (#3336-1945) has been elected 
executive vice president and general manager 
of the Rochester Manufacturing Company, 
Rochester, N. Y. He will also serve as a direc- 
tor. Mr. Ottman was graduated from the Uni- 
versity of Rochester and the Harvard Graduate 
School of Business Administration. In his early 
career, he was affiliated with the Eastman Ko- 
dak Company and the Bausch & Lomb Opti- 
cal Company of Rochester. For the last nine 
years, Mr. Ottman served as controller and 
later as vice president and a director of the 
American Hard Rubber Company of New York. 
Prior to that he was respectively assistant to 
the president of the Elliott Company of Jean- 
nette, Pa., and director of Administrative Engi- 
neering for the National Supply Company in 
Pittsburgh, Pa. 


MR. ELDERKIN 


Mr. Ottman’s activities in professional or- 
ganizations include membership in the Council 
of Financial Executives of the National Indus- 
trial Conference Board, treasurer and chairman 
of the Council for International Progress in 
Management, a past president of the New York 
Chapter of the National Association of Cost 
Accountants, a fellow and past national treas- 
urer of the Society for the Advancement of 
Management, a past vice president of the New 
York City Control of Controllers Institute of 
America and a member of the International 
Relations Committee of the National Associa- 
tion of Manufacturers. He has served as a mem- 
ber of the National Committee on Manage- 
ment Planning and Controi of Controllers In- 
stitute. 


MR. OTTMAN 


An author of the “Corporate Treasurers and 
Controllers Handbook” (Prentice-Hall), Mr. 
Ottman has also lectured on management sub- 
jects before the organizations previously men- 
tioned, the Management Course of the Ameri- 
can Management Association, and the Executive 
Development Programs of the Harvard and 
Columbia Graduate Schools of Business Ad- 
ministration. 

H. Harold Humphreys (#5133-1951), formerly 

associated with American Lumber & Treating 
Company, Chicago, as secretary and treasurer, 
is now assistant manager of the Finance De- 
partment of the Wood Preserving Division of 
Koppers Company, Inc., Pittsburgh, Pa... . 
Alfred K. Walter (#6214-1954), formerly con- 
troller, Sun Electric Corporation, Chicago, IIl., 
is now auditor, Army Audit Agency, Chicago 
Branch. . . . Harold Kern (#4899-1950), con- 
troller, Bostwick Laboratories, Bridgeport, 
Conn., recently resigned to accept the position 
of controller of Margon Corporation, Newark, 
WT: 
J. Edwin Hanson (#4053-1947), treasurer and 
controller, LaPointe Electronics, Inc., Rockville, 
Conn., is now assistant controller of Package 
Machinery Company, East Longmeadow, Mass. 
. . . Robert Montgomery (#4257-1948), assist- 
ant to the president of Houdaille-Hershey since 
1952, has joined Kroger Co., Cincinnati, Ohio, 
as director of property. 
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MR. ROPER 


RETIREMENTS .. . 

Percy E. Roper (#2318-1942), secretary, treas- 
urer and director of the Landers Corporation, 
Toledo, Ohio, retired from active business on 
August 11. However he will be available to 
Landers Corporation on a consulting basis until 
the end of the year, after which time he and 
his wife intend to travel. Mr. Roper served as 
a member of the Board of Directors of the 
Toledo Control of Controllers Institute and of 
the Toledo Association of Credit Men... . 
John C. Siegmann, vice president in charge of 
purchasing, labor relations and scheduling at 
Landers has been elected secretary and treasurer 
to succeed Mr. Roper. Mr. Siegmann has spent 
his entire career of 28 years with the company. 
Starting in 1926, progressively he was put in 
charge of accounts receivable bookkeeping and 
inventory control (he installed the first formal 
cost accounting system for the company); was 
elected assistant treasurer in 1935; made general 
purchasing agent in 1941; elected a director in 
1949; and vice president in 1952. 

Robert A. McReynolds (#2282-1942) retired 
on September 16 as active controller of the 
L. L. Brown Paper Company, Adams, Mass. 
He will remain in a consulting capacity. Mr. 
McReynolds, who has been active in the Boston 
Control of Controllers Institute, served on the 
committee for the 1953 Annual Meeting. 


HONORS TO... 

Frederick L. Patton (#2047-1941), treasurer, 
Cambridge Rubber Company, Cambridge, Mass., 
was re-elected president of Tax Executives In- 
stitute, Inc., at the Institute's ninth annual 
conference at French Lick, Ind. Mr. Patton is 
also serving on Commissioner T. Coleman 
Andrews’ Advisory Committee and is past presi- 
dent of the Boston Control of Controllers In- 
stitute, 1951-52. . . . Claude W. Hupp (#429- 
1935), controller, Glenmore Distilleries Com- 
pany, Louisville, Kentucky, recently received 
a citation from the Commissioners of the Sink- 
ing Fund of the City of Louisville, conferring 
on him the honorary title of ‘commissioner’ 
for services rendered to the Sinking Fund of 
the City of Louisville. Mr. Hupp is a past 
president of the Louisville Control of Control- 
lers Institute and was recently elected secretary 
of the Tax Executives Institute. 

Edwin E. McConnell (#817-1936), controller, 
Norton Company, Worcester, Mass. has been 
appointed chairman of the Accounting Council 
of Machinery and Allied Products Institute. Mr. 


MR. PATTON 
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MR. SIEGMANN 


MR. NOEL 













MR. McCONNELL 


McConnell is a past national president of Con- 
trollers Institute and is chairman of the Advi- 
sory Council on Federal Reports, on which he 
serves as one of the Institute’s representatives. 

. Lester C. Hopton (#2869-1944), controller, 
Ingersoll-Rand Company, New York, will serve 
as vice chairman of the Accounting Council of 
Machinery and Allied Products for the coming 
year. 


PROMOTIONS ... 

Leslie W. Garner (#3377-1945), treasurer 
and controller, J. T. Baker Chemical Com- 
pany, Phillipsburg, N. J., is now vice presi- 
dent and controller of the company. she 
Arthur R. Richman, controller and member of 
the Board of Rogers Imports, Inc., New 
York, has been appointed treasurer. 

Daniel E. O'Neil, previously assistant treas- 
urer and controller, has been named treas- 
urer, Hertz Rent-A-Car System, Inc., Chi- 
cago .. . at the same time Robert O. Lowe is 
advanced to controller from assistant con- 
troller... . Oscar £. Planteroth has been 
named treasurer of Knapp Mills, Inc., New 
York. He also serves as treasurer of the 
Andrews-Knapp Construction Company, a 
subsidiary. He has been controller of both 
firms since their organization. 

L. E. Uhrich (#1992-1941), assistant treasurer 
and assistant secretary, Oliver Iron and Steel 
Corp., Pittsburgh, Pa., has succeeded to the 
post of secretary and assistant treasurer to fill 
the vacancy created by the resignation of James 
C. Beech. James H. Mayberry, formerly control- 
ler, was elected assistant secretary and con- 
troller. 

Clifford W. Snider (#5989-1953) was named 
comptroller of Solar Aircraft Company, San 
Diego, California, succeeding Leon T. Noel 
(#826-1936) who has been vice president and 
comptroller and is now named vice president- 
finance and a director. Mr. Snider was formerly 
assistant comptroller. . . . Walter C. Thilking 
(#2507-1943), assistant to the comptroller, 
Monsanto Chemical Company, St. Louis, Mo., 
has been named assistant controller. . . . John 
B. Price, assistant controller, Brown University, 
Providence, R. I., has been appointed control- 
ler succeeding Robert C. Pulling. . . . Cleeman 
Withers (#1067-1937), assistant general man- 
ager, Jacobs Aircraft Engine Company, Potts- 
town, Pa. has been named vice president in 
charge of manufacturing, engineering and sales. 
He was formerly Western Division manager, 
Gerity-Michigan Corporation, Los Angeles. 


MR. SNIDER 





WRITERS... 

Experiences resulting from a management re- 
organization which developed a decentralized, 
divisional type of organization in place of a 
functional set-up were outlined in a recent issue 
of Advanced Management. The article was pre- 
pared by Christian E. Jarchow (#568-1935), ex- 
ecutive vice president, International Harvester 
Company, Chicago. Mr. Jarchow is a past na- 
tional president of Controllers Institute of 
America. 


NEW BUSINESS ... 
Henry S. Koepcke (#2026-1941) has formed 

a partnership with Bruce H. Koepcke for the 

practice of accountancy, Dallas, Texas. 


EXTRACURRICULAR ACTIVITY .. . 

George W. Schwarz (#1268-1938), vice presi- 
dent and treasurer, Wyandotte Chemicals Corp., 
Wyandotte, Mich., and chairman of the Board 
of Controllers Institute of America, has ac- 
cepted membership on the Board of Nomina- 
tions of the Ohio State University Accounting 
Hall of Fame for 1955 elections. . . . James S. 
Howard (#6276-1954) treasurer and comptrol- 
ler of Johnson Steel & Wire Co., Inc., Worces- 
ter, Mass., was recently appointed director of 
publications of the Worcester Chapter of the 
National Association of Cost Accountants. 


APPRAISALS 


NATIONAL ORGANIZATION OF APPRAISAL ENGINEERS 
STANDARD APPRAISAL COMPANY 
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BUSINESS IN 
WASHINGTON 


Executives prefer the Sheraton- 
Carlton in the heart of diplomatic 
Washington . . . only moments 
from the White House, government 
agencies, the financial district and 
better shops and theatres. 


Sueraton-Cartron 


& Horer 


16TH & K STS. N.W. 
WASHINGTON 6, D. C. 
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*OPPORTUNITIES* 


EMPLOYMENT * EQUIPMENT * MISCELLANEOUS 


RATES: $5.00 per inch or fraction thereof each 
insertion. 50¢ each additional line. Payable in 
advance. Allow approximately 40 words to the 
1 column-wide inch including 2 words for box 
number. Closing date 10th of preceding month. 


Address box number replies to THE CON- 
TROLLER, One East Forty-second Street, New 
York 17, N. Y. Replies will be forwarded. 





SITUATIONS WANTED 





FINANCIAL-ACCOUNTING-EXECUTIVE 
Heavy public utility and manufacturing ex- 
perience. Skilled administrator, keen analyst, 
gets things done minimum cost. Thorough 
knowledge modern accounting techniques, 
IBM, finance, auditing, costs, controls, budg- 
ets, systems and procedures, credits, insur- 
ance, taxes, pensions, government contacts. 
Timely and accurate figures interpreted for 
management action. Effective controls pain- 
lessly applied. Harvard trained—business ad- 
ministration, accounting, finance, statistics, 
law. Member Controllers Institute. Can re- 
locate, U.S. or abroad; knowledge languages. 
Available immediately. Box 2134. 


TAXES-FINANCE 

Tax manager of large corporation seeks to 
broaden scope of activity into administrative 
and analytical duties in the corporate finan- 
cial field (e.g., financing, budgeting, insur- 
ing), in addition to responsibility for tax 
planning and management. Active in profes- 
sional societies. Box 2135. 


CERTIFIED PUBLIC ACCOUNTANT 
Desires responsible position with Connecti- 
cut organization. Public and private account- 
ing experience. Age 34. Box 2139. 


EXPERIENCED CONTROLLER 
Age 41, member of AIA, CPA, MBA Harvard 
University, presently earning $15,000.00. Ex- 
perienced in running large office and sharply 
reducing office costs. Box 2140. 


CONTROLLER-TREASURER 
EXECUTIVE ASSISTANT 
Extensive experience accounting, budgets, 
controls systems, financing, government con- 
tracts, renegotiation, and top-level planning. 
Presently controller national multi-plant man- 
ufacturer with $45 million sales. Age 36. 

CPA and college graduate. Box 2141. 


ASSISTANT CONTROLLER 
CONTROLLER 
Young, aggressive, BBA, 12 years diversified 
experience including chain store/manufactur- 
ing, nine years in top-level positions, includ- 
ing controller. Knowledge of financial state- 
ment analysis, systems and procedures, costs, 
budgets, etc. Desires responsible challenging 
position with progressive company. Box 2144. 


ASSISTANT CONTROLLER 
Background includes graduate accounting and 
law training and almost 15 years of handling 
corporate accounting problems as senior account- 
ant with large public firms. Taxes, budgets, sys- 
tems and cost are my specialties. Age 36, mar- 
ried with family. Willing to relocate. Box 2145 





NOTE: THe CoNTROLLER reserves the right to ac- | 


cept, reject or censor classified copy and takes no re- 
sponsibility for the people contacted through this col- 
umn nor does it guarantee any item bought or sold. 








Price Redetermination in Defense Contracts 


(Continued from page 493) 


contracting officer allowed 10% of the 
originally estimated cost which amounted 
to $156,000 or $81,518.55 less than the 
contractor's proposal. 

Details in support of the contractor's 
proposed profit are not set forth in the 
text of the case. However, the substantial 
percentage was apparently based on the 
contractor's reliance on the provisions of 
the contractor's price-revision clause which 
stated that consideration would be ac- 
corded to the efficiency, economy and in- 
genuity with which the contract was per- 
formed in determining the extent of the 
profit.* In this connection the contractor 
ascertained that substantial amounts were 
saved through (1) design of a new cover, 
(2) installation of vapor-spraying de- 
greaser, (3) elimination of bottom etch- 
ing, (4) accelleration of production, (5) 
cost of die manufacture and repair, and 
(6) design and arrangement of special 
equipment. 

Careful consideration of these savings 
was made by the Board as well as the fact 
that this contract was in many respects a 
research and development project with 
rigid performance specifications. 

It was also noted by the Board that the 
contractor was forced to tie up its capital 
for an unanticipated length of time with 
the resulting loss in its commercial busi- 
ness and loss of its credit standing. 

On the other hand, the Board stated 
that the contractor should not expect to 
share in every saving. The Board con- 
tended that the Government contracts for, 
and is entitled to, a businesslike, economi- 
cal and efficient method of production. 

After a discussion of all pros and cons, 
the Board came to the conclusion that a 
“proper amount of profit under the cir- 
cumstances” is $175,000. Accordingly, 
$19,000 of the $81,578.55 was reinstated 
and the balance disallowed. 


APPEAL 


The Board handed down its decision in 
November 1952 and the Government 
promptly moved for reconsideration of 
such decision, filing certain additional 
data in support of this motion. In Novem- 
ber 1953, the Government's motion for 
reconsideration was denied by the Board. 
In this connection, the Board stated that 
the motion reflected an attempt to persist 
in auditing the costs submitted by the 
company. It stated that the original de- 
cision of the Board had disputed the prac- 
tice of detailed audits in price revision 
unless fraud or other improper conduct 
is discovered or suspected. Procurement 
regulations were interpreted as emphasiz- 


* See J. Fred Weston and Rodger E. Karren- 
brock, “Profit Determination in Renegotiation,” 
THE CONTROLLER, May 1954, p. 216. 


ing negotiation and compromise in place 
of the principles which were stated to ob- 
tain in cost reimbursement audits. 


CONCLUSION 


Although the ruling of the Board of 
Contract Appeals in this instance can be 
truly termed “a new look at price rede- 
termination in defense contracts,” readers 
are cautioned to view this as an expression 
of the Board and not indicative of cur- 
rent procurement procedure. 

The experience of the writer does not 
indicate that this Board ruling has consti- 
tuted a significant influence on contracting 
officers on current price redetermination 
negotiations. There appears to be some 
confusion on the part of the audit agencies 
and contracting officers in respect to the 
variance in thinking between various seg- 
ments of the Department of Defense, 
however, in the absence of specific regu- 
lations, current procedures will still be ad- 
hered to. 

The focal points emphasized by the 
Board in connection with the redetermina- 
tion in defense contracts are summarized 
below: 

1. It is not necessary to list specifically 
each and every item of cost in the bid, or 
contract itself, when entering into a fixed- 
price contract subject to price redetermina- 
tion. If the costs were necessary for the 
contract, incurred and applicable to the 
contract, and reasonable in nature, con- 
sideration should be given to their being 
allocable costs on the contract. 

2. In comparison to determinations 
under a cost-reimbursement contract, re- 
determination of fixed-price contracts 
should be based on negotiation and com- 
promise. 

3. Whereas under cost-reimbursement 
contracts it is appropriate to audit each 
orp and test its allowability with 
reference to Armed Services Procurement 
Regulations, Section XV, such a detailed 
audit is neither required nor desirable in 
price revision in the absence of fraud or 
similar improper conduct. 

4. Armed Services Procurement Regu- 
lations, Section XV, is applicable to cost- 
reimbursement contracts where the con- 
tract specifically incorporates such cost 
principles. These principles are not con- 
trolling in price revision of fixed-price 
contracts. 

5. The contractor should be allowed to 
exercise its judgment and the contracting 
officer should not normally substitute his 
own judgment by disallowing costs be- 
cause some other approach to the problem 
might be Sesdteseed tad be more beneficial 
to the Government. Much consideration 
should be given to the contractor's ad- 
herence to his normal acceptable account- 
ing system. 
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NMOWS the time to MODERNIZE your filing 








NEW/ Remington Rand KOMPAKT FILE 


“the file with the extra drawer”’ 


Now for the first time since the invention of the vertical file, 
you can have a desk-height file with 3 letter or legal-size 
drawers instead of 2... a counter-height file with 4 instead 
of 3 drawers...a 5-drawer file no higher than a 4-drawer 


unit... a 6-drawer file comparable to a 5-drawer ! 


Too, it means the new KOMPAKT file can save up to 
50% of your floor space! And KOMPAKT has smoother 
operation . . . more modern streamlined appearance... 


greater strength and durability ! 


Right now, when you’re engaged in the annual transfer 
of files, is an ideal time to consider KOMPAKT ... the file 
with the extra drawer. Get 10-page folder showing details of 


savings—Circle LBV692. 


Room 2015, 315 Fourth Ave., New York 10. 
Kindly send literature circled: 


LBV692 LBV391 LBV666 BSD2 
LBV402 
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RW417/ 3 clerical filing costs 


with TRIPLE CHECK AUTOMATIC FILING 


Triple Check Automatic is a simple indexing system that’s 
faster by far than any other system ever devised. It enables 
clerks to file and find so much more quickly and easily that 
you save great amounts of clerical teme—the biggest single 
item in your filing costs. Circle LBV391. Use it in the 
new KOMPAKT files too. 


lod (YAN AV/ files without waste 


with VARIADEX ALPHABETIC FILING 


You can eliminate the waste of discarding inflexible index 
guides as your files expand. Variadex—the direct-expand- 
ing, color-keyed index—permits unlimited file expansion 
at any time. Get full particulars—Circle LBV666. Use 
Variadex in the new KOMPAKT files too. 


TOMORROW <——=——"_—__\ 
SS. 4 


S— 





Whatever your file problem our Business Services Depart- 
ment staff is available . . . daily operations undisturbed, 
your personnel trained in the new system, and manual of 
procedures established. Save money by getting your job 


finished promptly. For details Circle BSD2 and LBV 402. 
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“The flexibility of National Accounting 
Machines enables us to produce our 
Accounts Receivable and Brokerage 
Payable statements in one operation. We 
experience similar efficiency and savings 
by applying National equipment to our 
Warehouse Inventory and Payroll 
Accounting. 

“Substantial savings also result from 
other benefits, such as the elimination of 
multiple entries, releasing two clerks per 
machine for other duties, and keeping 
records current during peak periods. 


Sationals save us over 100% a year on our investment.” 


— SUN-MAID RAISIN GROWERS OF CALIFORNIA, Fresno 


“Sun-Maid’s complex accounting 
problems were analyzed and solved by 
National’s trained staff who installed the 
equipment and completed the training 
of our employees in a prompt, efficient 
manner. 

“Nationals save us well over 100% a 
year on our investment.” 


LO leant 


President 
Sun-Maid Raisin Growers of California 


“World's Largest Raisin Packers” 


In all sizes and types of business, Nationals 
cut costs by doing up to % of the work 
automatically. They soon pay for themselves 
with the money they save, then continue 
savings as yearly profit. Operators are hap- 
pier because their work is made easier. Your 
nearby National representative will gladly 
show how you can save with Nationals 
adapted to your needs. 
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. ACCOUNTING MACHINES 
ADDING MACHINES + CASH REGISTERS 
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THE NATIONAL CASH REGISTER COMPANY, vayrron 9, on10 


949 OFFICES IN 94 COUNTRIES 





